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AGRICULTURAL  DEVELOPMENT  IN 
THE  UNITED  STATES,  1900-1910* 

SUMMARY 

The  agricultural  area  largely  occupied  by  1000,  2.  —  Proportion 
of  huid  under  cultivation  in  1000  and  1010,  3.  —  Proportion  of 
improved  land,  4.  —  How  agriculture  will  eipand  in  tbe  twentieth 
century,  7.  —  Increaae  in  value  of  farm  property,  11.  —  Slight 
increase  in  quantUy  of  farm  produce,  12:  —  Large  increase  in  verfue 
of  crops,  13.  —  Increase  of  prices  proved,  18.  —  The  years  1300  and 
1000  representative,  24.  —  Agriculture  is  not  keeping  pace  with 
population,  26. 

One  of  the  most  remarkable  changes  which  took 
place  m  the  United  States  during  the  nineteenth 
century  was  the  extraordinary  expansion  of  agricul- 
ture. An  entire  continent  was  seized,  the  former 
inhabitants  were  dispossessed,  and  the  land  was 
divided  among  a  new  people  and  brought  into  general 
use.  It  seems  impossible  that  this  should  have  been 
accomplished  in  so  short  a  time,  and  that  it  was  accom- 
plished will  be  set  down  as  one  of  the  marvels  of  all 
time.    It  is  not  my  purpose,  however,  to  dwell  at 


>  An  of  tlM  ■tatJKJM  quoled  hftw  bMo  madm  poblio  In  wmm  farm  hf  «1m  Boiwmi 
ol  the  Ceoffu,  «it]i«r  In  «1m  fom  of  vnm  noiion  or  buDetiiw  of  the  isrieultunl 
dhrkkB.    TImj  vffl  aivMHr  latw  In  «1m  JUMtiMt  of  the  Thirlanth  Dmoii^ 
aad  In  the  Oananl  Btporti  knitd  by  Om  C«Miiit  BavMu. 
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length  upon  the  extent  of  the  movements  of  the  last 
century,  nor  is  it  my  purpose  to  go  into  detail  with 
respect  to  the  rapidity  with  which  the  changes  took 
place.  Inasmuch  as  the  changes  of  the  nineteenth 
century  have  already  been  presented  to  the  public 
in  many  forms  and  are  probably  better  known  than 
those  of  the  twentieth  century,  I  propose  to  give  most 
attention  to  the  agricultural  development  of  the  first 
decade  of  the  twentieth  century. 

Suffice  it  to  say  in  opening  that  the  very  rapid  move- 
ment looking  toward  the  extension  or  expansion  of 
agriculture  into  all  parts  of  the  coimtry  during  the  last 
centiuy  came  almost  to  a  standstill  with  the  close  of 
the  century.  The  area  available  for  agricultural 
purposes  was  very  largely  occupied  between  1800  and 
1900.  It  is  true  that  there  is  still  a  large  amount  of 
land  which  must  be  made  available,  and  the  agricul- 
tural industry  will  continue  to  expand.  Land  now 
thought  unavailable  for  agriculture  will  soon  be  found 
to  be  available  or  will  be  made  so.  Water  will  be 
drained  from  the  land  where  there  is  too  much,  and 
carried  to  the  land  where  there  is  not  enough;  stones 
will  be  carried  away;  and  stumps  will  be  torn  out. 
Land  which  is  now  thought  to  be  too  sandy  or  too 
gravelly  will  be  brought  into  use  by  new  scientific 
methods.  Land  which  is  now  thought  to  be  worn 
out  will  be  brought  into  bearing  again.  Some  land 
which  is  now  in  forests  will  be  used  for  agricultural 
purposes.  In  these  and  various  other  ways  the  agri- 
cultural area  will  expand  during  the  twentieth  century. 
But  this  expansion,  when  compared  with  the  move- 
ment of  the  last  century,  will  be  of  a  different  kind, 
and  it  will  be  small,  indeed  will  be  insignificant.  The 
change  in  methods  of  farming,  however,  may  be  greater 
during  the  present  century  than  during  the  last. 
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In  proof  of  the  above  statement,  I  wish  to  submit 
briefly  some  of  the  statistics  gathered  at  the  Census 
of  1910  and  compare  them  wilii  those  gathered  at  the 
Census  of  1900.  The  increase  in  acreage  of  land  in 
farms  during  the  decade  amounted  to  only  4.8  per 
cent.  The  increase  averaged  approximately  4,000,000 
acres  per  year.  On  the  other  hand,  the  iacrease 
during  the  thirty  years  before  1900  was  almost  15,- 
000,000  acres  per  year.  This  statement  in  itself  is 
sufficient  evidence  of  the  fact  that  the  high  tide  was 
reached  before  the  close  of  the  last  century,  and  that 
the  expansion  since  1900  has  been  and  doubtless  will 
continue  to  be  comparatively  small. 

Before  leaving  this  phase  of  the  subject,  attention 
should  be  called  to  the  fact  that  altho  the  movement 
doubtless  will  be  slow,  there  is  room  for  it  to  continue 
over  a  long  period  of  time,  depending  on  the  needs 
of  the  people,  scientific  progress,  and  initiative  dis- 
played. Altho  the  movement  during  the  last  century 
was  rapid,  only  44.1  per  cent  of  the  land  area  of  con- 
tinental United  States  was  actually  iacluded  in  farms 
in  1900.  In  1910  this  had  mcreased  to  only  46.2 
per  cent.  Thus,  between  1900  and  1910,  2.1  per  cent 
of  the  entire  land  area  of  the  country  was  brought 
iato  farms.  By  quoting  these  figures  I  do  not  mean 
to  leave  the  impression  that  all  of  the  other  53.8  per 
cent  can  ever  be  brought  into  farms.  This  represents 
the  land  in  mines,  the  moimtain  areas,  the  land  occu- 
pied by  cities,  towns,  and  villages,  the  railroad  rights 
of  way,  the  public  highways,  deserts,  swamps,  and 
forests.  Much  of  this  land,  however,  can  be  made 
available  for  argiculture  and  much  will  be  brought 
into  use.  Dining  the  last  century  it  was  possible  for 
the  movement  to  be  rapid  because  special  knowledge 
and  advanced  scientific  principles  were  unnecessary. 
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Natural  fertility  of  the  soil,  plenty  of  land  available, 
and  advantageous  climatic  conditions  made  rapid 
advance  possible.  The  movement  of  the  twentieth 
century  must  be  very  different  from  that  of  the 
nineteenth. 

To  say  that  the  amount  of  land  in  farms  increased 
very  slowly  during  the  last  ten  years,  and  that  the 
amount  of  land  easily  available  has  been  reduced  to 
a  very  low  ebb  does  not  mean  that  further  agricultural 
development  is  limited  to  the  bringLog  of  new  land 
into  farms.  Much  of  the  land  which  is  at  the  present 
time  included  in  the  farms  of  the  United  States  has 
never  been  improved.  The  Census  reports  for  1900 
showed  that  only  49.4  per  cent,  or  slightly  less  than 
one-half,  of  all  of  the  land  in  farms  was  improved. 
In  other  words,  only  21.8  per  cent  of  the  total  land 
area  of  the  United  States  was  reported  as  improved 
at  that  time.  It  would  seem  strange  if  only  one*fifth 
of  the  total  land  area  of  the  United  States  coiild  be 
actually  used  for  agricultural  purposes.  It  may  be 
noted,  in  passing,  that  much  of  the  imimproved  land 
is  also  used  for  agricultural  purposes,  inasmuch  as 
it  is  used  more  or  less  for  grazing.  Yet  the  total  income 
from  the  use  of  this  unimproved  land  is  very  small. 
It  would  seem  that  the  farmers  of  the  United  States, 
inasmuch  as  they  were  free  to  choose  the  best  land 
avulable  at  the  time  they  became  farmers  and  inas- 
much as  they  have  now  looked  over  the  entire  country, 
would  choose  land  which  could  be  most  readily  im- 
proved, and  therefore  it  is  very  likely  that  the  lands 
now  in  farms  in  the  United  States  are  in  the  sections 
most  adapted  to  agriculture.  It  is,  therefore,  reason- 
able to  conclude  that  much  of  the  development  of  the 
twentieth  century  must  turn  to  improving  land  already 
in  farms  but  which  in  1900  was  woodland  or  other 
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unimproved  land.  I  have  already  noted  that  during 
the  first  ten  years  of  the  new  century  the  increase  in 
acreage  of  all  land  in  farms  was  only  4.8  per  cent. 
During  this  same  period,  however,  the  increase  in 
improved  land  in  farms  was  15.4  per  cent.  Assuming 
that  only  15.4  per  cent  of  the  land  brought  into  farms 
during  the  decade  was  improved  during  that  time, 
it  is  clear  that  nearly  fifty-eight  million  acres  of  land 
which  was  in  farms  but  unimproved  at  the  beginning 
of  the  century  was  improved  between  1900  and  1910. 
In  1910  the  improved  land  in  farms  represented  25.1 
per  cent,  or  about  one-fourth  of  the  total  land  area 
of  the  United  States,  and  represented  54.4  per  cent, 
or  slightly  more  than  one-half,  of  all  land  in  farms. 
It  is  reasonable  to  believe  that  as  we  proceed  in  the 
new  century,  much  of  the  woodland  and  other  unim- 
proved land  in  farms,  situated  as  it  is  in  the  most 
favorable  farming  regions  of  the  United  States,  will 
be  improved  and  developed. 

Attention  was  called  above  to  the  fact  that  in  1900 
only  49.4  per  cent,  or  slightly  less  than  one-half,  of  all 
land  in  farms,  or  only  about  one-fifth  of  the  land  area 
of  the  United  States,  was  reported  as  improved.  The 
Census  of  1900  showed  that  m  1899  only  283,218,280 
acres  of  the  improved  land  were  devoted  to  crops  for 
which  it  was  possible  to  secure  a  statement  of  acreage 
reports.  Thus  in  1899  only  68.3  per  cent  of  the 
improved  land  in  farms  was  actually  used  for  cropping 
purposes.  In  other  words,  only  33.8  per  cent  of  all 
land  in  farms  was  reported  to  be  in  cultivated  crops. 
This  was  only  14.9  per  cent  of  the  total  land  area  of  the 
eountry.  The  Census  of  1910  presents  a  correspond- 
ing report.  In  1909  only  311,293,382  acres  of  land 
were  reported  as  actually  in  crops  for  which  acreage 
reports  were  secured.    The  crops  with  acreage  reports, 
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therefore,  occupied  only  16.4  per  cent  of  the  total 
land  areas;  35.4  per  cent  of  the  total  land  m  farms; 
and  65.1  per  cent  of  the  total  improved  land. 

The  question  necessarily  arises  as  to  the  use  made  of 
improved  land  not  accounted  for  in  1909  and  1899. 
These  statistics  have  been  criticised,  it  being  contended 
that  much  land  was  reported  as  improved  which  should 
in  fact  be  reported  as  unimproved.  Having  been 
intimately  associated  from  its  b^inning  with  the  Census 
of  agriculture  taken  in  1910,  but  with  no  desire  to 
defend  it  if  it  should  not  be  defended,  I  wish  to  call 
attention  to  the  fact  that  in  1909  the  area  reported 
as  improved,  but  for  which  no  crops  were  specified, 
must  have  existed  in  the  form  reported  in  order  to 
represent  current  conditions.  In  the  first  place,  no 
acreage  report  was  secured  for  vineyards  and  orchards. 
Without  attempting  to  make  an  absolute  estimate 
of  the  probable  number  of  acres  of  improved  land 
devoted  to  these  branches  of  agriculture,  it  is  easy  to 
show  that  at  least  8,000,000  acres  of  land,  probably 
10,000,000  acres,  were  used  for  these  piuposes  in  1909. 
Much  more  important  than  the  land  occupied  by  fruit 
and  nut  trees  and  vines  is  the  very  lai^e  improved 
area  in  pastures.  In  the  northeastern  part  of  the 
United  States  especially,  where  the  farmers  have 
learned  to  rotate  their  crops  and  where  the  live  stock 
industry  is  important,  improved  pasture  land  is  an 
important  feature  of  the  average  farm.  It  is  my 
belief  that  in  a  large  part  of  the  coimtry  the  improved 
land  not  reported  in  specified  crops  is  lai^ely  used  as 
improved  pasture  land.  In  other  parts  of  the  country, 
where  rotation  and  diversified  agriculture  have  not 
been  introduced,  it  is  very  common  to  leave  land  lying 
fallow  after  it  has  been  cropped  four  or  five  years  in 
succession.    This  land  is  reported  as  improved  altho 
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not  actually  in  use  in  1909.  In  addition  to  the  vine* 
yards  and  orchardsi  it  is  easy  to  account  for  about 
20|000,000  acres  of  land  in  the  house  yards,  bam  yards 
and  lanes  of  the  farms  of  this  country.  Even  this 
estimate  allows  only  3  acres  for  each  farm. 

One  of  the  movements  of  the  present  century  must 
be  a  more  complete  utilization  of  the  improved  land. 
Land  lying  fallow  must  be  brought  into  constant  use; 
land  now  reported  as  improved  pastiure  must  be  made 
more  productive,  and  it  may  even  be  part  of  the  move- 
ment to  do  away  with  improved  pasture  land  in  due 
course  of  time,  inasmuch  as  larger  quantities  of  product 
could  be  raised  on  the  same  land  and  fed  to  the  animals 
in  another  way;  and  woodland  and  other  land  not  im- 
proved must  be  converted  into  good  pasture  land. 

The  expansion  in  agriculture  during  the  twentieth 
century  will,  therefore,  be  in  marked  contrast  to  the 
expansion  during  the  nineteenth  centiury.  During 
the  last  century,  as  noted  above,  the  great  movement 
was  to  the  West,  —  the  ordinary  course  was  to  locate 
a  piece  of  land  which  required  comparatively  little 
labor  to  bring  it  iato  use,  claim  it,  and  convert  it  into 
a  farm.  The  movement  during  the  twentieth  century 
will  be  along  four  distinct  lines,  each  different  from  the 
movement  of  the  nineteenth  century.  Briefly,  the 
first  of  these  will  be  to  make  farms  out  of  land  not  now 
in  farms  by  draining  wet  places,  irrigating  dry  places, 
pulling  stumps,  moving  stones,  and  the  like.  The 
second  will  be  somewhat  similar  to  the  first.  It  will 
be  to  improve  the  woodland  and  other  unimproved 
land  now  in  farms  by  the  processes  noted  above.  The 
third  will  be  to  put  into  active  and  more  constant 
use  the  land  already  reported  as  improved.  This 
means  the  elimination  of  summer  fallow  and  better 
utilisation  of  other  land  reported  as  improved  but  not 
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accounted  for  in  the  report  of  specific  crops.  The 
fourth,  unlike  the  third,  will  be  the  movement  towards 
more  intensive  cultivation,  better  farm  methods,  and 
better  organization  of  the  farm  work. 

Now  the  four  movements  which  I  have  indicated 
above  as  possible  and,  indeed,  as  necessary,  if  the  food 
supply  of  the  United  States  is  to  be  maintained  at 
its  present  level  during  the  twentieth  century,  have 
already  begun.  But  they  are  so  much  slower  than  the 
increase  of  population  that  agricultiu^  has  fallen  far 
behind  and  is  at  the  present  time  falling  further  and 
further  behind.  There  is  no  question  in  my  mind 
that  this  failure  to  keep  pace  with  the  general  indus- 
trial movement  of  the  country  is  one  of  the  most 
important  causes  of  the  high  cost  of  living  so  much 
talked  about  at  the  present  time.  Unless  some  of  the 
movements  indicated  above  progress  with  much  greater 
rapidity  than  now,  the  high  cost  of  living  will  go  even 
higher. 

When  the  old  movement  stopped,  when  the  frontier 
had  disappeared,  when  the  people  commenced  to  say 
to  themselves  that  there  was  practically  no  more  free 
land,  they  turned  their  attention  more  and  more 
towards  other  activities.  They  turned  to  manu- 
facturing, to  transportation,  to  the  trades,  and  to  the 
professions.  This  fact  is  well  known  to  all  who  have 
observed  closely  and  can  also  be  demonstrated  statisti- 
cally. The  actual  extent  of  the  movement  should  be 
briefly  set  down  in  order  that  the  entire  situation 
may  be  made  clear.  During  the  first  ten  years  of  the 
present  century,  the  number  of  farms  in  the  United 
States  increased  10.9  per  cent.  This  was  clearly  due 
to  the  splitting  up  of  many  large  farms;  since,  as  already 
noted,  the  amount  of  land  in  farms  increased  only 
4.8  per  cent.    Further,  this  increase  of  10.9  per  cent 
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in  the  number  of  fanns  accounts  very  largely  for  the 
increased  acreage  of  improved  land  in  farms  (15.4 
per  cent)  as  also  the  increased  acreage  of  land  in  crops 
(9.0  per  cent).  In  contrast  to  the  increase  in  the 
nimiber  of  farms,  the  increase  in  the  rural  population 
was  11.2  per  cent.  It  would  appear  that  the  increase 
in  the  population  of  towns  and  villages  with  less  than 
2,500  inhabitants  was  not  much  greater  than  the 
increase  in  the  niunber  of  farms.  In  contrast  to  this 
comparatively  small  increase  in  the  number  of  farms 
and  in  the  rural  population,  the  increase  in  the  \u*ban 
population  amounted  to  34.8  per  cent.  With  these 
facts  before  us,  it  is  easy  to  see  that  agriculture  had 
reached  practically  its  limit  in  1900  so  far  as  following 
the  old  method  of  expansion  was  concerned,  and  also 
that  the  four  movements  to  which  I  referred  had  not 
gotten  well  enough  started  to  keep  pace  with  the  increase 
in  population  which  is  rapidly  concentrating  in  cities. 

During  the  nineteenth  century  the  farmers  produced 
very  much  more  than  the  people  of  the  United  States 
could  consume,  and  the  surplus  was  shipped  to  foreign 
countries.  As  agriculture  developed  less  rapidly  and 
as  the  proportion  of  the  people  who  lived  in  cities 
increased  more  rapidly,  the  exportation  of  the  raw 
materials  of  agriculture  necessarily  decreased.  We 
have  now  reached  a  stage  in  the  history  of  this  country 
when  farmers  in  average  years  do  not  produce  much 
more  of  the  raw  materials  used  for  food,  beverage, 
and  clothing  than  is  needed  within  the  country.  In 
poor  years  the  production  may  not  in  the  future  equal 
the  demands  of  the  consumers.  In  exceptionally 
good  years,  it  will  be  possible  to  export  a  considerable 
amount  of  raw  material  or  reserve  it  for  the  bad  years 
to  follow.  I  think  it  is  very  doubtful  whether  the  four 
new    movements    towards    agricultural    development 
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wiiich  have  been  indicated  above  will  be  more  than 
sufficient  to  keep  pace  with  the  movement  of  popula- 
tion. If,  by  inaugurating  these  four  movements,  it 
is  impossible  to  keep  pace  with  the  population,  it  will 
be  necessary  in  the  future  to  resort  to  the  importation 
of  supplies. 

Inasmuch  as  development  during  the  first  decade 
of  the  new  century  was  not  as  rapid  in  agriculture  as 
in  other  industries,  the  farmers  have  heea  placed  in 
a  more  or  less  advantageous  position  because  of  their 
ability  to  force  up  land  values  and  take  advantage  of 
the  increased  pressure.  This  is  true,  however,  only 
of  those  farmers  who  have  become  land  owners.  There 
are  at  the  present  time  about  6,362,000  farmers  in 
the  United  States.  Only  about  4,000,000  of  these 
own  all  or  a  part  of  their  farms,  and  many  of  those 
who  own  their  farms  have  not  paid  the  entire  purchase 
price.  The  point  that  I  wish  to  make  is  that  those 
who  have  title  to  their  land, — whether  they  have 
the  land  entirely  paid  for  or  not,  —  are  being  placed 
more  and  more  in  advantageous  positions.  Land 
values  during  the  next  half  century  will  change  greatly. 
Tho  in  many  districts  doubtless  the  values  are  at  the 
present  time  too  high,  generally  speaking  they  will 
advance.  The  movement  will  be  in  two  directions. 
One  of  these  will  be  a  readjustment  downward  to  a 
reasonable  level,  and  the  other  will  be  a  readjustment 
upward  to  conform  to  average  values  in  other  parts 
of  the  country. 

I  have  outlined  above  briefly  the  characteristics 
of  the  movement  during  the  nineteenth  century  and 
the  characteristics  of  the  movement  which  is  likely 
to  take  place  during  the  first  half  of  the  twentieth 
century,  and  have  quoted  some  statistics  to  substan- 
tiate the  conclusions.    In  order  to  show  the  extent 
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to  which  this  moveiQeiit  actually  is  taking  place,  it 
is  worth  while  to  quote  more  of  the  results  of  the 
Census  of  1900  as  compared  with  those  of  the  Census 
of  1910.  In  1900  the  average  value  of  all  farm  prop- 
erty per  acre  of  land  in  farms  was  $24.37;  in  1910 
it  was  $46.64.  This  is  an  increase  of  91.4  per  cent 
during  the  decade,  —  an  increase  almost  equal  to  the 
total  increase  of  all  past  time.  This  large  increase 
was  due  more  to  change  in  the  value  of  land  than  to 
change  in  value  of  buildings,  implements  and  machinery, 
or  live  stock.  The  average  value  of  land  per  acre 
(without  buildings  or  equipment),  for  the  United 
States  as  a  whole,  was  $15.57  in  1900  as  compared 
with  $32.40  in  1910,  —  an  increase  of  108.1  per  cent. 
Land  is,  therefore,  clearly  the  most  important  factor. 
In  contrast,  the  average  value  of  buildings  per  acre 
of  land  in  farms  increased  from  $4.24  to  $7.20;  that 
of  implements  and  machinery  from  $0.89  to  $1.44;  and 
that  of  Uve  stock  from  $3.67  to  $5.60. 

Another  way  to  show  the  movement  is  to  study 
the  average  value  of  farm  property  per  farm.  This, 
however,  is  not  as  satisfactory  a  basis  as  the  average 
value  per  acre  of  land,  because  of  the  double  movement. 
Between  1900  and  1910  the  average  size  of  farms 
decreased  from  146.2  acres  to  138.1  acres.  This 
decrease  of  8.1  acres,  or  5.5  per  cent,  in  the  average 
size  of  farms  counterbalanced  in  part  the  increase  in 
the  average  value  of  all  farm  property  per  farm.  On 
the  other  hand,  the  average  acreage  of  improved  land 
per  farm  increased  4.2  per  cent,  the  decrease  being 
entirely  in  the  imimproved  land.  The  increases, 
however,  are  not  as  \axge  as  they  would  have  been 
had  the  farms  remained  the  same  in  size.  The  average 
value  of  all  farm  property  per  farm  for  all  farms  in 
the  United  States  was  $3,563  in  1900,  whereas  in  1910 
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it  was  16,444.  The  increase  in  the  value  of  land 
alone  was  from  S2,276  per  farm  to  $4,476  per  farm; 
that  of  buildings  was  from  $620  to  $994;  that  of  imple- 
ments and  machinery  wa6  from  $131  to  $199;  and 
that  of  live  stock  was  from  $636  to  $774. 

When  all  of  these  facts  are  brought  together,  it 
becomes  clear  that  during  the  first  ten  years  of  the  new 
century  the  increase  in  quanbUy  of  farm  property 
was  very  small.  I  have  already  noted  that  the  increase 
in  the  acreage  of  land  in  farms  was  only  4.8  per  cent. 
Since  the  nmnber  of  farms  increased  only  10.9  per  cent, 
I  think  we  may  safely  assume  that  the  nmnber  of  sets 
of  farm  buildings  increased  probably  not  more  than 
10.9  per  cent.  Doubtless  diuing  the  decade  there 
were  many  additional  buildings  added  to  those  already 
on  farms;  but  the  nmnber  of  new  buildings  erected 
was  probably  far  short  of  the  increase  reported  in 
value  of  the  farm  buildings.  The  increase  in  the 
acreage  of  improved  land  in  farms  was  given  as  15.4 
per  cent.  We  may  assume  that  the  increase  in  the 
quantity  of  implements  and  machinery  was  at  least 
15.4  per  cent,  and  since  the  use  of  implements  and 
machinery  is  increasing  in  agriculture  more  or  less 
rapidly,  we  may  assmne  that  each  farm  has  added  to 
its  supply  of  these  classes  of  equipment;  but  I  think 
we  are  safe  in  assuming  that  the  quantity  of  imple- 
ments and  machinery  did  not  increase  as  rapidly  as 
the  increase  in  value  reported.  Statistics  are  available 
showing  the  increase  in  the  nmnber  of  each  class  of 
domestic  animals,  as  well  as  of  poultry  and  bees,  on 
farms,  and  the  results  show  clearly  that  the  increase 
is  largely  in  average  value  per  animal  and  only  to 
a  very  small  extent  in  the  number  of  animals.  The 
movement,  therefore,  during  the  first  decade  of  the 
new  century  was  clearly  a  very  small  increase  in  the 
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quantity  of  agricultural  property,  but  an  extraordinarily 
large  increase  in  the  reported  value. 

When  the  qiiantity  of  farm  property  and  farm  pro- 
duction are  under  consideration,  it  is  easy  enough  to 
predict  that  the  movement  of  the  next  half  century 
will  be  along  the  lines  indicated  earlier  in  this  paper 
(draining  of  swamps,  irrigation  of  arid  and  semi-arid 
lands,  fertilizing  worn  out  land,  rotating  crops  in  the 
most  advantageous  way,  cultivating  more  intensively 
in  order  to  increase  production).  It  is  also  easy  to 
predict  that  the  rate  of  increase  in  the  quantity  of 
property  will  probably  never  again  be  as  high  as  it 
was  during  the  nineteenth  century.  But  it  would  be 
hazardous  even  to  attempt  to  predict  what  the  move- 
ment will  be  with  respect  to  the  values  of  farm  property, 
further  than  the  readjustment  in  land  values  indicated 
above.  We  should  keep  constantly  before  us,  however, 
the  remarkable  fact  that  the  increase  during  the  last 
ten  years  in  the  value  of  farm  property  was  equal  to 
the  total  increase  in  the  value  of  farm  property  in  the 
United  States  from  the  landing  of  Columbus  until 
1900.  It  would  seem  reasonable  to  contend  that 
this  movement  could  not  continue  at  the  same  rapid 
pace;  and  yet  we  cannot  discover  counteracting 
forces. 

Many  reasons  have  been  given  from  time  to  time 
for  the  increase  in  the  prices  of  almost  everything 
which  can  be  sold  and  purchased.  It  is  doubtless  true 
that  the  various  reasons  for  the  increase  in  prices  of 
all  other  articles  of  exchange  apply  also  in  the  case 
of  farm  land  and  equipment.  I  wish  only  to  add  some 
of  the  special  reasons  why  farm  land  has  increased 
in  value  so  rapidly  during  the  last  decade.  Free 
land  being  practically  a  thing  of  the  past,  —  no  longer 
available  for  those  who  wish  to  take  up  agriculture, — 
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the  prospective  farmer  was  forced  to  start  in  a  new 
way.  Instead  of  moving  to  the  frontier  and  depending 
upon  the  labor  of  himself  and  family  to  build  up  a 
farm,  he  was  forced  either  to  buy  land  or  to  start  as 
a  tenant  on  some  land  already  in  some  other  person's 
farm.  The  number  of  people  wishing  to  buy  land 
or  to  become  tenants  was  thus  increased^  —  being 
equal  to  the  former  number  in  this  class  and  swelled 
by  all  those  who  otherwise  would  have  gone  to  the 
frontier.  The  demand  exceeded  the  supply.  It  was 
natural  that  the  owners  of  land,  finding  more  buyers 
than  formerly,  and  finding  more  appUcants  among 
those  who  would  become  tenants  than  formerly,  were 
able  to  secure  either  a  larger  price  for  the  farms  which 
they  sold  or  a  larger  cash  rental  (or  equivalent)  for 
the  farms  which  they  leased.  This  problem,  however, 
remains:  if  the  farm  did  not  produce  more  goods,  or 
if  the  goods  produced  did  not  sell  for  higher  prices, 
the  prospective  purchaser  would  be  imable  to  pay 
the  higher  price  for  the  land  or  the  higher  amount 
for  rent,  and  therefore  higher  land  values  and  higher 
rents  would  have  been  impossible,  unless  the  new 
owners  and  tenants  were  reduced  to  a  lower  standard 
of  living  than  formerly,  or  imless  their  surplus  earnings 
of  former  years  were  reduced.  That  land  values  did 
go  up,  that  the  standard  of  Uving  did  not  go  down, 
and  that  farmers  in  the  past  were  not  able  to  save 
large  amounts  of  their  savings  are,  I  believe,  established 
facts.  The  extent  to  which  land  values  increased  is 
also  an  established  fact.  It  is  natural,  therefore, 
that  we  should  at  once  ask  the  question:  ''was  the 
increase  in  price  which  the  farmer  received  (whether 
due  to  the  increase  in  quantity  of  goods  produced  or 
not)  sufficient  to  warrant  the  increased  capitaliza* 
tion  of  farm  lands  ?  " 
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The  total  value  of  the  crops  produced  by  the  farmers 
of  continental  United  States  in  1909  was  $5,487,161,- 
223,  as  compared  with  $2,998,704,412  in  1899.  There 
was,  therefore,  an  increase  in  the  total  value  of  crops 
amounting  to  $2,488,456,811,  or  exactly  83  per  cent. 
For  our  purposes  we  must  assume  that  the  figures 
here  given  represent  the  value  to  the  farmers  of  all 
crops  which  they  produced.  No  doubt  these  figures 
are  not  exactly  the  amount  which  they  received  for 
their  crops,  because  in  many  cases  the  crops  were  fed 
to  animals  on  the  farms.  But  the  values  given  repre- 
sented the  amounts  which  farmers  could  have  got  for 
the  crops  had  they  sold  them  in  the  local  markets. 
For  our  purposes  it  is  sufficient  to  state  that  the  figures 
here  quoted  represent  the  farm  values  of  all  farm  crops 
for  both  1909  and  1899.  In  order  to  arrive  at  a  figure 
representing  the  average  value  of  all  crops  per  acre  of 
land  in  crops,  I  have  assembled  for  1909  and  1899  all 
crops  for  which  it  is  possible  to  secure  satisfactory 
acreage  reports  and  value  reports  at  both  Censuses. 
For  this  purpose  it  was  necessary  to  eliminate  an 
important  group  of  farm  products,  namely,  orchard 
fruits,  grapes,  tropical  fruits,  and  nuts.  In  these 
cases  it  is  almost  impossible  to  secure  a  statement  of 
the  exact  number  of  acres  involved,  inasmuch  as 
hundreds  of  thousands  of  farmers  have  smaU  numbers 
of  fruit  trees  in  and  around  their  yards  for  which  it 
is  impossible  for  them  to  report  acreage.  But  inas- 
much as  we  are  able  to  eliminate  the  values  of  these 
crops  for  both  years  and  do  not  include  the  acreage 
figures,  the  figures  which  remain  are  comparable. 
It  should  be  noted  in  passing  that  these  crops  are  far 
from  the  top  of  the  list  when  we  consider  all  farm 
crops.  Several  small  crops  must  also  be  eliminated, 
but    these    are,    practically    speaking,    insignificant. 
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Among  these  are  maple  sugar  and  syrup,  for  which 
there  were  no  acreage  reports;  and  also  the  forest 
products  of  farms.  The  total  value  of  crops  for  which 
reports  of  acreage  were  secured  in  both  1909  and  1899 
amounted  in  1909  to  $5,073,997,594,  and  in  1899  to 
$2,768,339,569.  In  both  cases  they  amounted  to 
more  than  90  per  cent  of  all  crops  as  measured  by 
value.  The  increase  in  the  value  of  these  crops  was 
$2,305,658,025,  or  83.3  per  cent. 

Turning  now  to  the  acreage  of  these  crops,  I  wish 
to  note  that  in  1909  the  acreage  of  all  crops  with  acreage 
reports  was  311,293,382,  and  for  1899  the  acreage  was 
283,218,280.  The  increase  in  the  acreage,  therefore, 
amounted  to  28,075,102  acres,  or  only  9.9  per  cent 
during  the  decade.  It  is  perfectly  clear  from  these 
figures,  even  if  we  went  no  further,  that  the  average 
value  of  farm  crops  per  acre  of  farm  land  under  culti- 
vation was  greatly  increased.  It  amounted  to  $16.30 
in  1909  as  compared  with  $9.77  in  1899,  an  increase 
of  $6.53  per  acre.  This  is  an  increase  in  the  average 
value  of  crops  per  acre  of  66.8  per  cent.  With  these 
figures  before  us  it  is  easy  to  see  at  least  one  of  the 
reasons  why  the  reported  value  per  acre  of  farm  land 
has  advanced  so  rapidly.  The  total  value  of  farm  land 
increased  because  in  the  first  place  there  was  an  increase 
in  the  total  quantity  of  land  in  farms  amounting  to 
only  4.8  per  cent.  In  the  second  place,  there  was  an 
increase  in  the  improved  land  in  farms  amounting  to 
only  15.4  per  cent.  These  changes  in  themselves 
warrant  a  material  increase  in  the  total  value  of  farm 
land,  but  they  do  not  justify  an  increase  such  as  I 
have  recorded  above.  When  we  turn,  however,  to 
the  income  from  farm  land  and  find  that  the  average 
value  of  crops  per  acre  has  increased  66.8  per  cent, 
it  is  not  surprising  that  the  farmers  of  the  country 
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have  reported  their  lands  at  a  higher  figure  than 
formerly.  The  remarkable  feature  of  the  reports 
is  that  the  farmers  should  be  able  to  judge  so  accu- 
rately the  justifiable  increase  based  upon  the  increase 
in  the  quantity  of  farm  land  combined  with  the  increase 
in  acreage  of  improved  farm  land,  which  in  turn  is 
combined  with  the  increase  in  value  of  crops  per  acre 
of  land  actually  in  crops. 

Before  leaving  the  subject  it  will  be  well  to  refer 
to  other  causes  for  the  increase  in  land  values.  Prior 
to  1900  (approximately)  land  was  available  in  such 
large  quantities  that  many  persons  wishing  to  buy 
land  were  unwilling  to  do  so  because  of  its  producing 
capacity  only.  Much  of  the  free  land  was  equally 
as  productive  as  the  land  for  which  the  buyer  must 
pay  a  price.  Therefore  the  intelligent  buyer  bought 
because  of  desirable  location  and  advantageous  situa- 
tion. Ptobably  a  considerable  part  of  the  price  paid 
was  paid  because  the  land  was  favorably  located  on 
a  river  or  lake,  or  because  it  was  gently  rolling,  or  the 
water  was  good,  climatic  conditions  favorable,  or  the 
general  outlook  promising.  Another  part  of  the  price 
was  paid  because  of  the  adaptability  of  the  farm. 
It  was  easily  tilled,  the  fields  were  regular  in  size,  there 
were  no  obstacles,  the  soil  worked  up  well,  or  some  other 
characteristic  of  this  sort  prevailed.  But  probably 
more  important  than  either  of  these  two  facts  has  been 
the  advantageous  situation  with  reference  to  the 
market.  Either  the  farm  was  close  to  the  railroad 
where  supplies  might  be  secured,  or  the  roads  were 
good  from  the  farm  to  the  city  or  to  the  railroad,  or 
the  farm  was  advantageously  situated  with  reference 
to  large  population  centers  and  good  markets.  Be- 
cause of  an  advantageous  situation  freight  rates  on 
supplies  to  the  farm  were  low,  as  also  were  freight 
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rates  on  the  products  from  the  farm.  Thus  the  fanner 
had  a  larger  surplus  from  his  products  and  paid  a 
lower  price  for  suppUes  purchased  than  otherwise 
would  have  been  tilie  case.  The  surplus  was  attrib- 
uted to  the  farm  and  higher  land  values  resulted. 
In  addition  to  these  reasons  for  di£Ferences  in  land 
values  in  the  past,  a  fourth  reason  must  never  be  lost 
sight  of.  This  fourth  reason  may  well  be  referred 
to  as  the  variations  in  Nature  herself.  Some  land  is 
most  useful  for  the  production  of  wheat,  some  for  the 
production  of  cotton,  and  some  land  is  naturally  more 
fertile  than  other  land.  This  natural  adaptability  has 
been  capitalized  and  will  be  capitalized  in  the  future. 
All  of  these  reasons  for  wishing  to  own  land,  and  added 
to  these  the  desire  for  a  home  and  a  capitalization  of 
the  possibilities  of  the  future,  have  become  stronger 
in  recent  years. 

Going  one  step  further,  I  believe  that  the  statistics 
collected  by  the  Biu'eau  of  the  Census  in  1900  and  in 
1910  give  a  basis  for  deciding  whether  the  higher  value 
of  crops  per  acre  devoted  to  crops  was  due  to  the  fact 
that  more  goods  were  produced  on  the  land  in  use, 
or  to  a  higher  price  paid  for  the  goods  which  were  pro- 
duced. No  prior  Census  reports  give  a  basis  for  such 
a  study,  and  even  the  reports  for  1900  and  1910  do 
not  give  a  basis  for  a  complete  analysis  of  this  sub- 
ject, nor  is  the  basis  sufficient  to  state  absolutely 
the  extent  to  which  each  of  these  forces  was  an 
influence.  I  believe,  however,  that  figures  can  easily 
be  presented  which  show  that  the  movement  during 
the  last  decade  has  been  almost  entirely  a  change  in 
the  price  received  by  the  farmer  for  his  goods  rather 
than  an  increase  in  the  quantity  of  goods  produced. 
This  is  an  important  feature  of  the  new  century  move- 
ment. 
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What  I  have  shown  has  been  in  the  nature  of  an 
explanation  of  the  rapid  increase  in  the  value  of  land 
and  farm  property  generally.    So  far,   no  attempt 
has  been  made  to  prove  that  the  increase  in  the  average 
value  of  crops  per  acre  was  due  to  a  change  in  the 
price  of  the  product  rather  than  to  a  change  in  the 
amoimt  produced.    In   order  to  show   this  we  will 
pass  from  a  study  of  the  acreage  of  crops  and  the 
relationship  existing  between  acreage  and  value,  to 
a  study  of  the  production  together  with  the  relation- 
ship   between    quantity    produced    and  value.     The 
most  important  group  of  crops  is  the  general  group 
designated  as  '^  cereals."    Considering  this  as  a  whole, 
we  find  that  whereas  there  was  an  increase  of  only 
1.7  per  cent  in  the  number  of  bushels  produced  there 
was  an  increase  of  79.8  per  cent  in  the  value.    Clearly 
the  increase  here  is  due  almost  entirely  to  the  increase 
in  the  value  per  bushel,  not  to  any  material  increase 
in  production.    Turning  our  attention  now  to  indi- 
vidual  cereals,  we  find   that   there  was   an   actual 
decrease  in  the  quantity  of  com  produced  of  4.3  per 
cent,  yet  at  the  same  time  an  increase  in  the  total 
value  of  the  com  crop  of  73.7  per  cent.    There  was 
an  increase  of  only  6.8  per  cent  in  the  qiiantity  of 
oats  produced,  and  yet  there  was  an  increase  of  91.0 
per  cent  in  the  vdue  of  that  crop.    Likewise  the 
increase  in  the  quantity  of  wheat  produced  was  3.8 
per  cent,  whereas  the  increase  in  the  value  was  77.8 
per  cent.    Without  going  into  the  same  detail,  it  is 
sufficient  to  notice  that  in  every  other  class,  —  barley, 
buckwheat,  rye,  kafir  com  and  milo  maize,  and  rice,  — 
the  increase  in  value  was  much  greater  than  the  increase 
in  quantity  produced.    The  same  thing  is  tme  in  the 
case  of  such  minor  grains  and  seeds  as  dry  edible 
beans,  dry  peas,  peanuts,  and  flaxseed. 
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Turn  now  to  other  cases.  For  another  crop  of 
extraordmary  importance,  —  that  of  hay  and  forage,  — 
we  find  the  same  general  story.  There  was  an  increase 
of  23.0  per  cent  in  the  number  of  tons  produced, 
accompanied  by  an  increase  of  70.2  per  cent  in  tiie 
value  of  the  crop.  The  qiiantity  of  tobacco  increased 
21.6  per  cent  while  the  value  of  the  crop  increased 
83.0  per  cent.  An  increase  of  11.7  per  cent  in  the 
quantity  of  cotton  produced  was  accompanied  by  an 
increase  of  117.3  per  cent  in  the  value  of  the  cotton 
crop.  It  is  imnecessary  here  to  list  all  of  the  farm 
crops  which  I  have  considered.  Suffice  it  to  say 
that  in  every  case  where  the  quantity  of  crop  and  value 
of  the  crop  have  been  reported  I  have  found  the  same 
tendency.  It  is  worth  while  to  note  that  in  this  study 
it  is  possible  to  make  comparisons  in  the  production 
of  fruits  and  nuts.  The  quantity  of  small  fruits 
decreased  during  the  decade  7.9  per  cent,  while  the 
value  increased  19.8  per  cent.  The  quantity  of  orchard 
fruits  increased  1.8  per  cent,  while  the  value  increased 
68.2  per  cent.  Grapes  increased  97.6  per  cent  in 
quantity  but  only  56.3  per  cent  in  value.  This  item, 
however,  needs  explanation  before  it  can  be  accepted. 
At  the  Census  of  1900  the  farmers  were  instructed 
to  report  the  value  of  grapes  in  their  natural  form 
whenever  they  were  disposed  of  in  that  form;  but 
whenever  they  were  disposed  of  in  the  form  of  dried 
grapes  or  raisins,  or  in  the  form  of  wine  or  grape  juice, 
the  reported  value  should  be  the  value  of  the  finished 
product  rather  than  of  the  raw  material.  At  the 
Census  of  1910  the  farmers  were  instructed  to  report 
in  all  cases  the  value  of  the  grapes  in  their  ori^nal 
form.  The  increase  in  the  quantity  of  nuts  produced 
was  56.7  per  cent,  whereas  the  increase  in  tiie  value 
was  128.1  per  cent. 
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Even  if  we  went  no  further  than  this,  there  could 
no  longer  be  doubt  that  the  extraordinary  increase 
in  the  total  value  of  farm  crops  between  1899  and  1909 
is  attributable  to  higher  prices  rather  than  to  larger 
quantities  of  the  individual  kinds  of  farm  products. 
I  do  not  wish,  however,  to  stop  at  this  point.  I 
bdieve  that  it  is  possible  to  make  an  ea^  and  almost 
exact  calculation  showmg  the  extent  to  which  the 
change  in  value  of  farm  products  is  due  to  change 
in  quantity  produced  and  the  extent  to  which  it  is 
due  to  the  change  in  price.  It  is  true  that  we  cannot 
add  together  the  quantities  of  cereals,  hay  and  forage, 
tobacco,  cotton,  fruit,  and  therefore  we  cannot  get 
the  consolidated  quantity  by  any  process  of  weighting 
the  units  of  measure.  But  it  is  possible  to  secure 
the  average  value  per  unit  in  1899  for  the  individual 
crops  for  which  both  quantity  produced  and  value 
were  reported  at  both  Censuses.  Having  secured 
the  average  value  per  unit  in  1899  we  may  multiply 
this  into  the  quantity  of  the  crop  produced  in  1909. 
In  this  way  we  will  secure  the  total  value  which  would 
have  been  reported  for  each  individual  crop  in  1909 
if  the  average  value  per  unit  had  remained  the  same 
as  ten  years  earlier.  In  making  this  study  it  is  neces- 
sary to  eliminate  certain  crops,  inasmuch  as  the  values 
were  not  reported  separately  for  a  few  minor  crops  in 
1899,  and  further  because  quantities  were  not  reported 
for  certain  minor  crops  at  either  Census.  The  quan- 
tity produced  and  the  value,  however,  have  been 
reported  for  something  more  than  90  per  cent  of  all 
crops,  as  measured  by  value,  both  in  1899  and  1909. 

The  total  reported  value  of  the  crops  covered  by  the 
computation  was  $2,691,978,541  in  1899.  The  total 
rqxirted  value  of  the  same  crops  was  $4,934,489,828 
in  1909.    This  is  an  increase  of  83.3  per  cent  as  com- 
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pared  with  an  increase  of  83.0  per  cent  in  the  value 
of  all  crops,  showing  that  the  crops  selected  not  only 
constitute  approximately  90  per  cent  of  all  crops  but 
also  are  representative  of  the  whole.  Had  the  average 
values  per  unit  in  1899  prevailed  until  1909  the  total 
value  of  these  same  crops  would  have  amounted  to 
$2,962,358,477,  which  would  have  been  an  increase 
of  only  $270,379,936,  or  10.0  per  cent.  This  increase, 
I  believe,  represents  very  closely  the  actual  increase 
in  guantUy  of  crops  of  all  kinds  during  the  decade. 
Having  in  mind  all  of  the  steps  which  were  followed 
it  is  extremely  interesting  to  note  how  closely  the 
increase  in  the  acreage  of  crops  with  acreage  reports 
approaches  this  increase  in  quantity  of  products. 

It  must  be  clear,  therefore,  that  if  only  10.0  per  cent 
of  the  increase  in  the  total  value  of  crops  can  be  ac- 
counted for  by  the  increase  in  the  quantity,  that  the 
remainder  must  be  attributed  to  an  increase  in  the 
average  value  per  unit.  The  di£Ference  between 
$4,934,489,828,  which  is  the  1909  reported  value  of 
the  crops  being  compared,  and  $2,962,358,477,  which 
would  be  the  1909  value  of  the  crops  being  compared 
if  the  average  values  of  1899  had  continued  until 
1909,  must  represent  the  excess  of  actual  values  of 
the  crops  of  1909  over  the  values  of  1909  on  the  basis 
of  1899  average  values.  This  excess  amounts  to  66.6 
per  cent  and  represents  evidently  the  average  percen- 
tage increase  in  prices.  Attention  is  now  directed 
once  more  to  an  earlier  part  of  this  discussion,  where 
I  called  attention  to  the  fact  that  the  average  value, 
per  acre,  of  crops  with  acreage  reports  was  66.8  per  cent 
higher  in  1909  than  in  1899.  It  must  be  clear  from  all 
of  these  figures  that  this  increase  in  average  values 
of  crops  per  acre  is  due  almost  entirely,  if  not  entirely, 
to  the  change  in  prices  rather  than  to  change  in  the 
quantities  of  farm  products. 
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In  conclusion,  I  desire  to  direct  attention  to  several 
figures  which  have  been  given  out  by  the  Census 
Bureau  representing  the  movement  between  1900  and 
1910.    Inasmuch  as  the  figure  given  above,  9.9  per  cent, 
represents  the  increase  in  acreage  of  crops  with  acreage 
reports,  and  inasmuch  as  the  increase  in  other  crops 
must  have  been  at  approximately  the  same  rate,  it  is 
proper  to  compare  this   item  with  other   items  of 
growth.    Similarly,  inasmuch  as  the  figure  given  in 
the  preceding  paragraph,  10.0  per  cent,  representing 
the  excess  of  the  value  of  the  crops  in  1909  on  the  basis 
of  1899  values  over  the  values  of  the  same  crops  in 
1899,  is  virtually  the  consolidated  expression  of  the 
general  increase  in  quantity  of  crops  produced,   it 
may  be  compared  with  other  items  which  have  been 
made  public.    I  wish  to  call  attention,  in  comparison, 
to  the  increase  in  the  number  of  farms  between  1900 
and  1910.    This  amounted  to   10.9  per  cent.    The 
figure  was  compiled  independently  by  the  agricultural 
division  of  the  Census  Bureau.    In  the  same  connec- 
tion, I  wish  to  call  attention  to  the  increase  in  the  rural 
population  —  which,  however,  includes  places  under 
2,500  inhabitants,  in  addition  to  the  agricultural  popu- 
lation.   The  increase  was  11.2  per  cent.    It  should 
be  noted  that  this  tabulation  was  carried  on  by  an 
entirely  different  and  independent  organization  which 
was  in  complete  charge  of  the  population  retiu-ns. 
That  division  has  also  reported  that  the  increase  in 
urban  population  amounted  to  34.8  per  cent.    The 
movement  during  the  last  decade  can  clearly  be  sum- 
marized, therefore,  as  follows.    There  has  been  a  very 
decided  movement  towards  the  cities.    The  increase 
in  rural  population,  niunber  of  farms,  acreage  of  land 
in  crops,  and  quantity  of  crops  approximated  10.0 
per  cent,   whereas  the  increase  in  city  population 
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approximated  36.0  per  cent.  The  fanners  of  the 
oountry  have  been  unable  to  produce  crops  in  propor- 
tion to  the  increased  demands,  their  increase  in  pro- 
duction being  only  sufficient  to  supply  the  increased 
demands  of  the  rural  population  and  an  increase  of 
but  10.0  per  cent  in  urban  population.  The  prices 
of  agricultural  products  have  increased  approxi- 
mately 66.6  per  cent,  and  at  the  same  time  there  was 
an  increase  in  the  average  value  of  crops  per  acre  of 
66.8  per  cent.  Accompanying  this  increase  in  the 
value  of  crops  per  acre  (supplemented  by  a  small 
increase  in  the  quantity  of  land  in  farms  and  improved 
land  in  farms),  farm  property  has  been  capitalised 
anew  at  a  figure  sufficiently  high  to  take  advantage 
of  the  changed  conditions. 

In  the  discussion,  I  naturally  have  been  forced  to 
use  the  figures  for  1909  and  1899,  since  these  are  the 
only  years  for  which  definite  and  reasonably  accurate 
statistics  are  available.  The  statistics  for  the  other 
years  are  nothing  better  than  estimates  made  by 
various  individuals  or  government  bureaus.  It  is 
best  to  hold  to  the  absolute  figures  secured  from  the 
farmers  and  therefore  I  shall  limit  the  study  to  these 
two  years.  After  a  very  extensive  study  of  climatic 
conditions  and  general  agricultiu-al  conditions  for  the 
two  years  thus  necessarily  selected,  I  am  ready  to 
state  my  belief  that  they  were  typical  or  representative 
years,  not  abnormal  in  any  material  respect.  In 
some  districts  conditions  were  exceptionally  bad  or 
exceptionally  good  in  1899,  and  the  same  was  true  of 
1909.  For  the  United  States  as  a  whole  and  for  all 
crops  which  it  is  possible  to  bring  into  the  analysis 
here  presented,  these  years  are  as  comparable  as  it  is 
possible  to  find  two  years  any  distance  apart. 
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It  18  trae  that  the  hope  has  been,  and  I  believe  I 
may  say  that  the  belirf  has  been,  that  agriculture  was 
increasing  rapidly,  if  not  keeping  pace  with  the  increase 
of  population.  The  people  of  the  United  States  have 
been  more  than  willing  to  supply  the  Department 
of  Agriculture,  state  agricultural  experiment  stations, 
and  a  great  variety  of  agricultural  schools,  collies, 
and  lecturers  with  all  of  the  f imds  necessary,  believing 
that  all  of  this  pointed  towards  a  larger  production 
of  goods  as  a  basis  for  the  food,  beverage,  and  clothing 
supply  of  our  people.  Hundreds  of  millions  of  dollars 
have  been  expended  for  this  purpose.  It  may  seem 
that  this  expenditure  has  been  in  vain,  since  the  average 
production  of  agriculture  has  not  increased.  But  with- 
out it  doubtless  there  would  have  been  far-reaching 
decreases  due  to  depreciation  of  the  soil  and  failure  of 
the  farmers  to  maintain  the  average  production  secured 
when  they  first  took  charge.  It  is  not  my  wish  or  pur- 
pose to  discredit  these  agricultural  agencies  and  insti- 
tutions, which  have  been  faithfully  at  work  for  over 
half  a  century.  I  believe  thoroly  in  the  work  which 
they  are  doing,  and  in  the  high  purposes  which  they 
have  in  mind.  But  hitherto  the  proportion  of  the 
effort  expended  by  these  agencies  which  has  reached 
the  actual  farmer  is  comparatively  small,  and  the 
amount  absorbed  by  the  farmers  and  put  into  practice 
even  smaller.  In  other  words,  the  work  up  to  the 
present  time  has  largely  been  experimental,  or  learning 
by  experiment  what  ought  to  be  done.  Principles 
have  then  been  taught  in  institutions  to  people  who 
in  turn  have  in  mind  the  teaching  of  people  to  teach 
still  other  people.  Up  to  the  present  time  almost  all 
of  the  work  has  been  teaching  various  persons  to 
teach;  it  has  not  been  teaching  the  farmers  to  produce. 
Tho  hundreds  of  millions  of  pages  of  literature  have 
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been  distributed  among  farmers,  only  a  small  percen- 
tage has  actually  been  read,  and  only  a  small  percen- 
tage of  that  read  has  been  put  into  practice.  It  has 
taken  almost  all,  if  not  all,  of  the  education  which  has 
reached  the  farmers  to  date,  to  prevent  any  down- 
ward movement  in  the  quantity  produced  per  acre  of 
land  actually  cultivated. 


J.  L.  Coulter. 


BUBBAU  OF  THE  CbNBUB, 
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ETHICAL  AND  ECONOMIC  ELEMENTS 
IN  PUBLIC  SERVICE  VALUATION 

SUMMARY 

A  distinction  between  ethical  value  and  economic  value,  27.  —  Four 
theories  of  valuation  for  purposes  of  public  regulation,  30.  —  I.  Origi- 
nal Cost  Theory.  Its  practicability,  31.  —  The  problem  how  to 
deal  with  appreciation  of  land,  32.  —  II.  Continuous  Property, 
or  **  Antigo,"  Theory,  34.  —  Ethical  and  practical  difficulties,  36.  — 
III.  Theory  of  Cost  of  Reproduction  New,  37.  —  Cases  illustrating 
its  possible  injustice,  38.  —  Practical  difficulties,  39.  —  IV.  Theory 
of  Cost  of  Duplicating  the  Service,  41.  —  Cases  illustrating  its  diffi- 
culties, 42.  —  No  one  of  these  theories  fully  satisfactory,  43.  — 
Original  Cost  nearest  approaches  justice,  47.  — ;  but  is  to  be  inter- 
preted in  terms  of  Efficient  Sacrifice,  48. 

In  the  valuation  of  public  service  properties  there  is 
as  yet  great  confusion  as  to  what  is  meant  by  the  word 
value,  or  rather  as  to  which  of  the  many  definitions  of 
that  very  indefinite  word  shall  be  applied  to  the  varying 
circumstances  and  purposes  of  valuation  work. 

In  the  pioneer  cases  involving  valuation  the  courts 
have,  as  a  rule,  wisely  refrained  from  being  too  definite 
in  attaching  exact  meanings  to  the  word  value.  But 
as  the  work  proceeds  and  grows  in  importance  it 
becomes  desirable  that  we  have  a  clearer  conception  of 
what  interpretations  of  value  should  be  used  in  arriving 
at  just  conclusions  when  assigning  so-called  value  to 
the  properties  subject  to  public  regulation. 

The  value  of  a  public  service  property  in  the  strict 
economic  sense  means  a  price  which  the  property 
would  bring  under  a  given  set  of  circumstances.  It 
does  not  establish  that  price  or  value  which  the  same 
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property  should  bring,  in  order  to  meet  all  the  require- 
ments of  justice  for  both  the  sellers  and  buyers.  In 
other  words,  there  is  a  clear  distinction  between  an 
economic  value  and  what  may  be  called  an  ethical 
value. 

Still  more  distinct  does  ethical  value  appear  from 
economic  value  when  we  consider  the  valuation  of  a 
property  for  the  purpose  of  fixing  a  return  or  the  maldng 
of  rates.  In  this  case  there  is  no  intention  of  exchange 
of  property.  The  question  is  primarily  one  of  ethics 
or  justice  between  the  owners  of  a  public  utility  and  the 
consumers  of  its  product.  And  in  the  problem  of 
public  service  valuation  it  is  neither  possible  nor 
desirable  to  n^ect  the  element  of  justice  which 
should  enter  into  the  determination  of  the  values 
involved.  The  exercise  of  the  power  to  fix  rates  or  the 
exercise  of  any  other  power  in  the  public  regulation 
of  the  utilities  is  a  governmental  function,  and  being 
so,  the  very  first  element  to  be  considered  is  the  ele- 
ment of  justice. 

The  conclusions  arrived  at  in  valuation  cases,  while 
generally  not  unjust,  have  been,  as  a  rule,  the  result 
of  haphazard  and  conglomerate  methods  of  reasoning. 
They  rest  upon  no  well  understood  or  well  established 
principle  or  theory,  so  defining  the  value  to  be  arrived 
at  and  so  determining  the  elements  entering  into  it  as 
to  furnish  even  an  approximately  correct  guide  to 
results  satisfying  the  sense  of  justice  of  men  responsible 
as  Judges  or  Ck>mmissioners  for  the  right  solution  of 
the  problems  presented  to  them. 

The  danger  in  the  situation  lies  in  the  possibility 
of  the  rigid  adoption  by  the  courts  or  commissions 
of  one  of  the  several  theories  or  rather  methods  of 
arriving  at  value  which  are  now  being  presented  to 
them.    So  long  as  none  of  these  theories  predominate, 
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and  the  courts  and  connniasions  continue  to  uae  the 
indefinite  make-shift  of  rendering  opinions  by  stating 
that  "  we  must  consider "  this  element  and  that 
element;  and  so  long  as  they  continue  to  make  excep- 
tions in  the  application  of  any  one  of  these  theories  to 
all  points  of  the  problem  involved,  —  so  long  they 
are  in  fact  guided  by  a  rough  sense  of  justice  and  fitness, 
and  the  results  may,  as  a  rule,  be  tolerably  satisfactory. 
But  unless  some  guiding  over-theory  of  ethical  value 
is  devdoped,  it  is  to  be  feared  that  as  time  goes  on 
one  of  the  present  existing  theories  of  value  will,  by 
gathering  gradually  the  strength  of  precedent,  finally 
fix  itself  as  the  authority  by  which  the  value  of  public 
service  properties  shall  be  estimated.  Already  we 
can  see  evidence  of  one  of  the  theories  (Cost  of  Repro- 
duction New)  beginning  to  gain  acceptance  more 
rapidly  than  the  others,  and  becoming  intrenched  as 
a  precedent.  Unfortimately,  under  close  analjreds 
this  theory  appears  to  be  little  suited  to  producing 
permanently  satisfactory  results. 

In  the  following  discussion  and  criticism  of  several 
theories  of  valuation  the  writer  will  use  the  names  of 
the  theories  only  with  the  meanings  defined  herein, 
and  in  the  whole  discussion  he  has  primarily  in  mind 
valuation  for  rate  making,  or  kindred  purposes,  as 
applicable  to  what  may  be  called  the  Municipal  Utili- 
ties, —  Electric  light  and  Power,  Gas,  Water,  Street 
Railwasrs,  Tdephones,  and  the  like. 

The  methods  in  use  for  arriving  at  present  value  of 
the  property  of  public  service  companies  may  be 
classified  under  three  distinct  theories,  perhaps  four, 
no  one  of  which  can  be  applied  in  its  purity  without 
showing  points  of  injustice  either  to  the  companies 
or  to  the  consumers.    These  theories  are  as  follows: 
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First:  The  theory  of  Original  Cost,  which,  briefly 
stated,  is  that  the  value  upon  which  returns  may  be 
allowed  shall  be  the  actual  cost  of  the  property  remain- 
ing in  the  service  of  the  public  (with  or  without  a 
deduction  for  depreciation).  ^ 

Second:  The  Continuous  Property  theory,  sometimes 
called  the  "Antigo"  theory,  which  is  really  a  sub- 
theory  of  Original  Cost,  and  will  be  more  precisely 
defined  in  a  later  part  of  this  paper. 

Third:  The  theory  of  the  Cost  of  Reproduction  New, 
which  means  that  the  company  should  be  allowed  to 
earn  on  a  value  (with  or  without  a  deduction  for 
depreciation)  represented  by  the  estimated  cost  of 
reproducing,  at  the  time  of  the  valuation,  the  identical 
property  then  in  the  service  of  the  public.  That  is, 
present  prices  to  reproduce  are  to  be  applied  to  measure 
each  item  of  value  as  it  appears  in  either  intangible 
or  tangible  property. 

Fourth:  The  theory  of  Cost  of  Reduplicating  the 
Service,  which  means  that  the  value  to  be  earned  on 
should  be  the  present  cost  of  installing  a  plant  capable 
of  performing  the  same  service  as  the  one  under  con- 
sideration, but  not  necessarily  an  identical  plant. 

In  the  present  article  it  will  be  possible  only  to 
examine  some  of  the  salient  points  of  each  theory. 


The  first  theory  (Original  Cost)  does  not  contem- 
plate, as  many  seem  to  think,  the  taking  as  a  basis  for 
valuation  all  the  money  which  at  any  time  or  for  any 
purpose   has   gone   into    the   enterprise.    It   merely 

1  Whether  or  not  •  property  should  be  depreciated  to  determine  the  amount  to 
be  earned  on  in  rate  eaaei  IB  •  question.  The  problem  of  depreciation  cannot  be  treated 
in  this  paper.  The  writer's  Tiews  on  the  subject  are  given  in  a  pamphlet  recently 
published  ss  arsport  to  the  St.  Louis  PubUc  Senrice  Gommssrion,  and  entitfed  "  Should 
Public  Service  Properties  be  Depreciated  to  Obtain  Fair  Value  in  Bate  OMSsr 
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assumes  that  the  basis  of  value  shall  be  the  actual  cost 
of  the  items  of  equipment  used  and  useful  in  the  service 
at  the  time  of  the  valuation.  It  also  assumes  that 
there  shall  be  allowed,  as  so-called  intangible  items  of 
value,  such  expenses  incurred  in  organizing  and  estab- 
lishing the  business  as  can  be  shown  to  have  been 
necessary,  reasonable,  or  for  the  ultimate  benefit  of 
the  public.  And  it  may  assume  a  deduction  from 
cost  to  offset  the  depreciation  which  has  taken  place 
in  the  physical  property. 

The  theory  is  an  ethical  one  in  the  sense  that  it 
attempts  to  measure  the  efficient  gacrifice  which  the 
investors  have  made  in  the  service  of  the  public.  It  is 
practical  on  its  administrative  side,  in  that  it  takes 
as  a  measure  of  value  an  actual  exchange  which  has 
taken  place,  and  uses  the  prices  which  prevailed  in 
making  that  exchange.  It  is,  in  fact,  an  effort  to 
reproduce  the  results  which  would  show  in  property 
accoimt  today  on  a  set  of  books  which  had  been  per- 
fectly kept  throughout  the  existence  of  the  enterprise. 

The  theory  of  Original  Cost  also  presents  a  number 
of  advantages  from  the  standpoint  of  safety  to  the 
investor.  In  the  first  place  it  offers  stability;  the 
investors  who  have  placed  say  a  million  dollars  in  a 
public  utility  enterprise  have  some  assurance  (depre- 
ciation excepted)  that  they  are  to  be  allowed  to  con- 
tinue to  earn  on  a  million  dollars,  provided  the  invest- 
ment is  made  with  good  faith  and  reasonable  judgment, 
and  the  property  kept  up.  All  risk  of  loss  in  value 
from  fluctuations  in  the  price  of  labor  and  material 
is  removed.  It  is  true  that  aU  chance  of  gain  from  the 
same  fluctuations  is  also  removed.  But  generally 
fipeaking  capital,  especially  large  capital,  would  mudi 
prefer  safety  to  chance  of  gain  at  the  expense  of  safety. 
If  this  is  granted,  it  follows  that  the  consumer  also 
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would  benefit  by  the  low  return  at  which  capital 
could  be  secxured. 

It  is  sometimes  urged  against  the  theory  of  Original 
Cost  that  it  is  often  impossible  in  practice  to  obtain 
unit  costs  for  the  time  of  construction  of  the  property 
imder  consideration.  This  may  occasionally  be  true, 
but  it  is  sddom  that  records  cannot  be  found  of  pre- 
vailing prices  which  extend  over  the  life  of  most  public 
service  plants  now  in  existence.  Labor  items  are,  of 
course,  sometimes  difficult  to  establish  after  a  lapse  of 
years,  but  reliable  data  on  even  this  element  can 
generally  be  obtained  by  the  investigator  who  will 
take  the  trouble  to  go  in  detail  to  the  bottom  of  the 
work  he  has  in  hand.  It  is  certainly  no  more  difficult 
than  to  estimate  the  present  cost  new  of  such  equip- 
ment as  b  no  longer  on  the  market,  and  in  itemized 
inventory  and  valuation  work  one  of  these  two  costs 
must  be  taken  unless  averages  over  several  years  are 
used,  in  which  case  the  difficulties  multiply. 

The  disadvantage  of  applying  this  theory  of  Original 
Cost  in  its  purity  appears  at  once,  however,  when  we 
come  to  consider  the  item  of  real  estate  or  private 
right-of-way.  The  very  rapid  and  constant  general 
advance  in  the  value  of  real  estate  in  this  coimtry  has 
rendered  the  unearned  increment  a  material  item  in 
the  value  of  nearly  any  large  public  service  enterprise 
which  has  been  in  existence  even  a  comparatively 
short  time.  And  to  say  that  in  public  service  prop- 
erties real  estate  should  be  valued  only  at  its  original 
cost,  while  all  other  owners  are  allowed  the  increased 
value,  might  appear  an  unjust  discrimination.  The 
strict  logic  of  the  situation  might,  indeed,  be  supposed 
to  decide  that  a  public  service  company  ebould  neither 
suffer  nor  benefit  by  real  estate  fluctuations,  any  more 
than  by  the  fluctuations  in  the  price  of  labor  and 
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material  in  any  other  part  of  its  plant.  Nevertheless, 
there  appear  to  be  elements  of  essential  dififerenoe 
between  real  estate  and  the  other  forms  of  property 
which  enter  into  public  utilities. 

Real  estate,  in  American  cities  at  least,  is  almost 
certain  to  rise  in  value  as  the  years  go  by,  and  it  can 
be  assumed  that  this  prospective  rise  was  taken  into 
consideration  at  the  time  of  the  original  investment  in 
the  utility,  and  was  a  part  of  the  inducement  to  make 
such  investment;  and  therefore  should  be  r^arded 
as  a  legitimate  profit  at  least  up  to  such  time  as  the 
first  public  valuation  is  made.  This  argument  of 
inducement  from  pre-determined  or  expected  rise  in 
price  as  applied  to  real  estate  cannot,  however,  be 
used  in  regard  to  the  investment  in  the  equipment  or 
buildings  of  a  utility,  for  when  investment  is  made 
in  such  property  where  the  fluctuations  in  price  are 
uncertain  and  generally  small  or  compensating,  the 
investor  cannot  have  as  a  Intimate  inducement 
anything  but  the  hope  of  makiog  a  good  return  upon 
his  actual  investment,  and  the  more  his  investment  is 
relieved  from  the  risks  of  fluctuation  in  price,  the  lower 
will  be  the  rate  of  profit  at  which  he  will  be  willing  to 
have  his  capital  serve  the  public. 

The  writer  is  aware  that  this  reasoning  in  r^ard 
to  real  estate  is  not  by  any  means  unassailable,  and 
that  there  are  many  who  hold  that  what  is  called  the 
unearned  increment  should  not  be  capitalized  and 
brought  into  the  rates  paid  by  the  public,  but  that  the 
company  should  be  allowed  to  realize  on  the  increased 
value  of  real  estate  only  when  it  sells  it.  Be  this  as 
it  may,  universal  custom  has  sanctioned  the  allowance 
of  the  increase  in  value  of  real  estate  and  so  far  there 
is  no  decision  of  the  courts  or  commissions  which 
does  not  recognize  it.    It  would  seem  impossible  in 
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the  ordinary  meaning  of  the  word  "  just "  to  determine 
a  just  reward  for  a  public  service  (and  the  building 
of  a  utility  is  a  public  service)  unless  all  the  conditions 
imder  which  the  act  of  service  is  performed  are  taken 
into  account.  Whether  or  not  an  assurance  of  a 
future  advance  in  the  value  of  real  estate  which  existed 
at  the  time  the  investment  was  made  can  be  called 
one  of  the  conditions  surrounding  the  creation  of  a 
property  is  a  question  which  may  well  bring  different 
answers  from  different  reasoners. 


II 

The  second  theory  of  valuation,  as  I  have  listed 
them,  known  as  tiie  "  Continuous  Property "  or 
"  Antigo  "  1  theory,  is  really  a  sub-theory  of  the  theory 
of  Origioal  Cost.  It  attempts  to  measure  accurately 
the  ultimate  cost  to  the  investor  of  building  a  plant 
and  establishing  a  business.  It  is  essentially  an 
accountant's  rather  than  an  engineer's  method  of 
valuation,  and  presupposes  an  accuracy  and  clearness 
of  records  which  imf ortunately  are  seldom  to  be  met 
with  in  properties  whose  history  extends  back  even  a 
few  years. 

The  theory  is  that  from  its  beginning  a  company  is 
entitled  to  earn  and  distribute  in  interest  or  dividends, 
a  certain  percentage  upon  its  investment  over  and 
above  all  charges,  including  a  proper  amoimt  for 
depreciation.  If  in  any  year  it  earns  and  distributes 
more  than  this  allowed  percentage,  then  the  amount 
of  this  surplus  is  to  be  be  deducted  from  the  value  of 
the  property.  If  ui  any  year  it  earns  and  distributes 
less  than  this  allowed  percentage,  then  the  deficit  is 
to  be  capitalized. 

a  FramitsrBoocnitioiiin  Hill  ▼.  Antico  Watar  Co.,  8  Wii.  R.  R.  Com.  R«ports,  6Sa. 
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While  calculations  based  upon  this  theory  may  be 
valuable  for  obtaining  certain  data  for  measuring  the 
cost  of  establishing  a  new  business,  yet,  even  assuming 
the  correctness  of  the  basic  figures,  the  theory  cannot 
justly  be  applied  without  very  important  modifications 
and  limitations.  The  period  during  which  a  deficit 
may  be  allowed  to  be  capitalized  as  cost  of  establishing 
a  business  must  be  limited  to  a  reasonable  time  at  the 
beginning  of  a  new  business.  It  must  also  be  assumed 
that  there  was  a  reasonable  demand  for  the  utiUty 
when  built,  and  that  the  property  was  well  managed 
during  the  period  of  deficit. 

It  is  evident  that  if  such  limitations  to  the  theory 
are  not  considered,  a  utiUty  might  be  established  long 
before  there  could  possibly  be  a  demand  to  justify 
the  investment,  or  might  be  built  where  ruinous 
competition  was  sure  to  take  place,  and  that  the  results 
of  such  bad  judgment,  and  of  possibly  long  periods 
of  bad  management  not  easily  detected  might  ulti- 
mately be  placed  as  a  perpetual  burden  upon  the 
consumers.  In  short,  the  application  of  the  Continuous 
Property  theory  in  its  purity  and  without  limitation 
would  amount  to  a  guarantee  of  the  investment  by 
the  public.  In  this  case,  all  risk  to  the  investors 
h&ng  in  the  end  eliminated,  the  return  allowable 
should  lofficaUy  be  reduced  to  a  figure  somewhat 
approaching  the  ordinary  return  on  municipal  securi- 
ties; too  radical  a  step  to  be  considered,  for  the  present 
at  least. 

The  reverse  application  of  the  theory  (i.  e.  supposing 
the  utility  to  have  made  a  surplus  over  reasonable 
return)  might,  if  applied  to  a  company  which  has 
been  very  successful  in  the  past,  result  in  a  complete 
confiscation  of  the  property.  This  of  course  is  merely 
a  theoretical  point,  as  the  courts  would  not  allow  a 
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reduction  of  value  on  account  of  former  profits.  To 
go  back  from  the  period  of  a  valuation  and  assume  the 
right  to  deduct  from  capital  the  surplus  earnings 
over  an  amount  only  now  determined  as  a  reasonable 
return  is  clearly  an  ex  post  facto  proceeding,  and 
should  not  be  supported  in  any  court  if  so  presented. 
As  the  public  would  thus  be  prevented  from  reclaiming 
excess  profits,  the  theory  could  be  put  into  effect  only 
in  properties  where  there  has  been  an  ultimate  loss  or 
deficit  below  reasonable  return. 

The  theory  is  foimded  upon  ethical  elements,  in 
that  it  attempts  to  see  that  the  mvestor  has  a  reasonable 
return,  and  only  a  reasonable  return,  upon  his  invest- 
ment from  the  beginning,  and  it  might  be  soimd  theoret- 
ically, provided  the  enterprise  has  been*  entered  into 
in  response  to  a  distinct  and  officially  expressed  demand 
on  the  part  of  the  community  for  the  building  of  the 
utility.  In  other  words,  if  the  community  had  de- 
manded it,  the  community  might  justly  be  called  upon 
to  bear  any  losses  incurred.  The  speculative  character 
of  a  great  mimber  of  public  utiUty  enterprises,  especially 
when  they  were  at  their  inception  competitive,  often 
precludes  the  assumption  that  there  was  even  a  sound 
economic  demand  for  their  establishment.  One  of 
the  principal  causes  of  over-capitalization  of  municipal 
utilities  has  been  the  great  economic  waste  produced 
by  competition,  and  it  is  sometimes  claimed  that  the 
community,  having  permitted  the  waste  through 
granting  competitive  franchises,  should  be  made  to 
assume  the  burden  of  loss  resulting  therefrom.  Yet 
this  can  hardly  be  admitted  as  an  ethical  principle 
in  valuation,  for  while  it  is  true  that  the  community 
permitted  or  sanctioned  the  competition,  it  cannot  be 
established  that  there  was  any  contemplation,  either 
on  the  part  of  the  investors  or  the  public,  of  any 
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guarantee  against  loss.  If  indeed  a  utility  enterprise 
were  begun  under  strict  regulation,  it  is  conceivable 
that  the  Continuous  Property  theory  might  be  applied, 
and  might  result  in  the  community's  receiving  low 
rates  in  return  for  a  practical  guarantee  of  returns. 
But  as  yet  the  conununity  is  not  prepared  by  the 
state  of  public  opinion  to  make  such  a  guarantee; 
and  even  if  it  were,  the  wisdom  of  such  a  step  might 
be  seriously  questioned. 

While  the  Continuous  Property  theory  is  founded 
upon  ethical  principles,  the  practical  difficulties  of 
applying  it  to  properties  abeady  in  existence  and  whose 
histories  are  at  all  complicated  or  whose  accounts  are 
obscure  become  so  great  as  to  make  it  very  dangerous 
should  it  become  established  and  used  blindly  as 
precedent. 

Ill 

The  third  theory,  that  of  Cost  of  Reproduction 
New,  is  most  often  heard  of  in  public  service  valuation. 
Yet  when  closely  examined  it  appears  the  most  illogical 
of  the  four.  TTie  values  arrived  at  (before  depreciat- 
ing) do  not  represent  theoretically  what  was  paid 
for  the  different  items  of  the  property,  nor  when  added 
up  do  they  represent  what  anyone  would  give  for  the 
plant  as  a  plant.  It  has  been  argued  that  Cost  of 
Reproduction  New  represents  in  theory  what  a  com- 
munity would  have  to  pay  for  a  plant  under  condem- 
nation proceedings.  But  this  is  not  true,  for  the  limit 
of  the  value  of  a  plant  to  a  purchaser,  and  the  limit 
of  its  selling  value  to  the  owner  is  (leaving  the  estab- 
lished business  and  earning  power  out  of  consideration) 
what  he  can  duplicate  the  service  for,  not  what  he  can 
duplicate  the  identical  plant  for.    It  is  seldom  that  a 
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plant  would  be  duplicated  if  it  were  to  be  replaced 
by  another  one,  and  this  is  especially  true  of  large 
plants  which  are  the  result  of  the  growth  of  years  in 
business. 

A  case  in  which  the  exact  appUcation  of  the  theory 
of  Cost  of  Reproduction  New  would  produce  a  clear 
violation  of  the  principles  of  justice  is  where  a  company 
in  its  underground  construction  has  placed  its  pipes  or 
conduits  in  the  streets  at  a  time  when  these  streets 
were  unpaved  or  paved  very  cheaply.  In  replacing 
the  streets  to  their  original  condition  the  company 
would  make  but  a  small  investment.  Now  suppose 
that  the  city,  after  the  work  of  the  company  is  done, 
decides  to  put  down  a  costly  pavement.  The  com- 
mimity  pays  the  cost,  but  under  a  strict  construction 
of  the  theory  of  Cost  of  Reproduction  New,  the  com- 
pany would  claim  the  right  to  earn  on  the  value  of 
the  expensive  pavement,  with  the  result  that  the 
commimity  not  only  would  make  the  investment  in 
paving  but  would  actually  pay  the  company  a  retmn 
on  it,  in  the  form  of  rates  calculated  upon  the  value 
determined  under  this  theory. 

On  the  other  hand,  a  considerable  item  of  value  as 
presented  in  most  valuation  cases  is  that  of  Cost  of 
Establishing  the  Business,  which  is,  in  fact,  an  attempt 
to  calculate  the  expense  incurred  in  creating  a  demand 
for  the  product,  or  the  deficit  in  just  retiuns  on  the 
investment  while  awaiting  the  development  of  the 
business.  Under  the  theory  of  Original  Cost  such 
an  item  might  justly  amount  to  a  considerable  sum. 
But  it  is  evident  that  in  many  cases  a  duplication 
of  the  business  under  present  conditions  (as  the  theory 
of  Cost  of  Reproduction  New  contemplates)  would 
very  materially  reduce  the  amount  allowable  for 
creating  demand  or  establishing  business.    Here  the 


Digitized  by  VjOOQ IC 


PUBLIC  SERVICE  VALUATION  39 

theory  of  Cost  of  Reproduction  New  might  work 
considerable  injustice  against  the  company. 

Injustice  might  also  result  in  the  case  of  a  street 
railway  having  been  compelled  by  ordinance  or  cir- 
cumstance to  grade  a  street.  It  is  plain  that  to  lay 
the  track  today  would  not  require  such  grading,  and 
the  investors  would  not  be  allowed  return  on  money 
actually  spent. 

These  are  only  three  instances,  taken  from  many 
which  might  arise  in  actual  valuation  work.  They 
serve  to  illustrate  clearly  that  the  theory  of  Cost  of 
Reproduction  New  neglects  some  of  the  ethical  ele- 
ments necessary  to  the  adjudication  of  values  by  public 
officials.  In  fact,  how  can  a  theory  of  value  be  a  just 
one  when  it  is  avowedly  based  entirely  upon  present 
conditions,  and  when  it  leaves  out  of  account  all  the 
varied  circumstances  under  which  a  set  of  investors 
may  have  placed  their  money  in  a  public  service  ? 

It  has  become  somewhat  customary  for  engineers, 
when  nominally  applying  the  theory  of  Cost  of  Repro- 
duction New,  in  practice  to  make  use  of  the  prices 
of  labor  and  material  not  of  the  time  when  the  valua- 
tion is  made,  but  to  average  these  prices  for  five  or 
ten  years  back.  This  is,  of  course,  an  abandoment  of 
the  theory.  If  averages  are  taken  for  a  period  of  five 
or  ten  years  back,  why  not  take  the  average  price 
for  the  whole  period  during  which  the  material  existing 
has  been  installed  ?  The  use  of  average  prices  over 
the  whole  period  would  give  rise  to  a  new  theory  which 
might  be  called  the  theory  of  Average  Price!  It  has 
never  been  advanced,  so  far  as  the  writer  knows,  in  a 
valuation  case  under  its  proper  name,  altho  approaches 
to  it  are,  as  stated,  often  used  under  the  name  of  Cost 
of  Reproduction  New.  Such  an  averaging  of  prices, 
as  practised  under  the  name  of  the  theory  of  Cost  of 
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Reproduction  New,  does  not  contemplate  the  reckoning 
of  prices  only  when  the  company  has  made  purchases, 
but  includes  rise  or  decline  of  price  of  material  owned 
by  it  whether  purchases  were  made  or  not.  In  prin- 
ciple at  least,  it  thus  places  the  resulting  averages 
under  the  influence  of  market  fluctuations,  as  in  such 
staples  as  copper  or  steel,  which  may  have  been  entirely 
speculative  and  very  remote  from  the  business  of  the 
utility  under  consideration.  If  the  averages  were 
obtained  by  taking  prices  only  when  the  company 
had  made  purchases,  and  if  the  quantities  purchased 
had  been  considered,  it  is  evident  that  the  result 
would  be  Original  Cost,  i.e.  the  actual  investment 
in  the  present  plant,  provided  disappearance  of  prop- 
erty were  properly  charged  off  to  depreciation. 

The  theory  of  Cost  of  Reproduction  New  has  been 
presented  to  courts  and  commissions  so  frequently 
without  there  ever  having  been  any  effective  analysis 
of  its  soundness,  that  it  seems  in  a  fair  way  to  be 
generally  adopted.  If  it  should  finally  become,  by 
force  of  precedent,  a  general  rule  in  the  valuation  of 
public  utilities,  it  is  to  be  feared  that  the  future  investor 
may  find  that  he  has  been  led  into  a  psoition  where 
he  can  have  no  clear  idea  of  the  length  of  time  during 
which  he  is  to  be  allowed  to  earn  on  his  actual  invest- 
ment. In  case  of  a  long  period  of  low  or  declining 
prices,  investments  in  such  plants  as  gas  and  water 
works,  where  the  property  has  a  long  wearing  life, 
may  take  on  an  element  of  increased  risk  which  will 
be  disadvantageous  both  to  the  investor  and  to  the 
consumer.  The  theory  is  staunchly  defended  in  name 
by  many  who  have  had  the  opportunity  to  do  actual 
work  in  public  service  valuation,  eq>ecially  among 
the  representatives  of  the  companies.  But  nearly 
ev^y  one  of  its  defenders  who  knows  anything  about 
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the  real  work  will  make  so  many  sensible  exceptions 
to  the  application  of  the  pure  theory,  that  it  will  become 
evident  that  what  he  is  defending  is  not  the  Cost  of 
Reproduction  New  theory  at  all.  His  method  of 
working  may  be  good  and  rational;  he  has  simply 
applied  the  wrong  name  to  it.  But  it  must  be  borne 
in  mind  that  the  courts  generally  have  not  the  oppor- 
tunity to  understand  the  full  scope  of  the  problem 
and  the  theories  imderlying  it,  and  that  mere  words 
used  in  court  decisions  are  powerful  forces  for  the  future. 
Those  engineers  and  commissions  who  are  using  the 
term  Cost  of  Reproduction  New  to  define  their  work 
(which  may  be  good)  are  risking  the  final  establish- 
ment of  a  governing  theory  which  they  do  not  really 
intend  to  put  forward.  Taken  for  what  its  name 
means  and  in  the  sense  in  which  court  decisions  may 
come  to  make  it  mandatory,  the  theory  is  lacking  in 
ethical  elements.  It  cannot  be  said  to  be  good  in  logic 
or  in  economics. 


IV 

The  fourth  theory  of  valuation,  Cost  of  Duplicating 
the  Service,  is  that  which  should  be  and  naturally  would 
be  used  by  an  engineer  in  advising  a  client  contemplat- 
ing the  purchase  of  a  given  plant.  It  seems  obvious 
that  a  plant,  leaving  the  established  business  out  of 
account,  cannot  be  worth  more  to  a  purchaser  than  the 
sum  for  which  he  could  erect  an  entirely  modem  plant 
of  equal  durability,  efficiency,  and  capacity.  Yet  this 
theory  is  not  used  or  given  much  weight  either  by 
the  commissions  or  the  courts  in  cases  involving  the 
valuation  of  public  utilities.  Its  application,  especially 
to  rate  making,  would  be  harsh  and  drastic  and  would 
leave  out  of  accoimt  some  of  the  essential  elements  of 
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justice  toward  the  man  who  has  placed  his  money  in 
the  public  service. 

Suppose,  for  example,  that  a  company  has  been 
compelled  by  law  to  place  its  wires  under  groimd  at 
a  time  when  prices  for  such  work  were  at  a  very  high 
point  or  at  a  very  low  point.  Does  it  not  appeal  to 
the  simple  idea  of  justice  that  if  the  company  is  com- 
pelled to  pay  the  high  price  it  should  be  idlowed  to 
earn  a  return  on  its  investment  made  under  com- 
pulsion and  without  an  opportunity  for  its  officers  to 
use  their  judgment;  and  is  it  not  equally  just  that  if 
this  compulsory  investment  is  made  at  a  time  of  low 
prices,  the  community  should  reap  the  benefit  of  an 
advantage  due  principally  to  good  fortune  and  not  to 
any  extraordinary  wisdom  on  the  part  of  the  company  ? 
The  same  line  of  reasoning  will  apply  to  other  instances 
of  construction  when,  as  is  often  tlie  case,  an  invest- 
ment is  compelled  by  circumstances  and  delay  is  next 
to  impossible. 

These  arguments  may  also  be  used  as  against  the 
theory  of  Cost  of  Reproduction  New.  In  both  cases 
the  impossibility  of  attaining  justice  is  due  to  the 
fact  that  neither  of  the  theories,  if  adhered  to,  take 
into  consideration  the  past  history  of  the  enterprise 
involved.  An  ethical  value  cannot  be  arrived  at 
without  considering  the  past.  Taking  present  value 
in  a  strictly  economic  sense,  neither  the  Original  Cost 
of  the  plant  nor  the  present  Cost  of  Reproduction 
New  would  seem  to  be  as  logical  as  the  theory  of  Cost 
to  Reduplicate  the  Service.  In  public  valuation 
work,  even  if  the  theory  of  Cost  to  Reduplicate  the 
Service  were  just,  it  would  be  impracticable  on  account 
of  the  impossibflity  of  attaining  agreement  between 
enguieers  as  to  the  specifications  and  cost  of  the  hypo- 
thetical plant. 
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This  review  of  the  various  theories  of  valuation  shows 
that  none  of  them  can  be  applied  in  its  purity  without 
considerable  violation  of  ethical  principles  or  without 
encountering  insurmountable  practical  difficulties.  A 
study  of  all  four  of  them  shows,  however,  that  Original 
Cost,  as  herein  defined  and  perhaps  modified  in  respect 
to  real  estate,  presents  many  advantages  over  the 
others,  both  as  to  ethical  results  and  as  to  ease  of 
application.  It  has  in  addition  the  very  great  prac- 
tical advantage  of  being  the  only  theory  which  lends 
itself  readily  to  the  necessary  plan  of  keeping  valua- 
tions of  public  service  properties  always  up  to  date 
by  proper  accounting.  It  should  be  the  aim  of  every 
Public  Service  Commission  to  have  finally  on  its 
records,  for  the  instant  use  of  the  law  making  or  taxing 
arms  of  the  government,  a  valuation  brought  down  to 
the  date  of  its  use.  After  a  complete  detailed  inventory 
and  appraisal  is  made,  the  only  practicable  method 
of  keeping  the  valuation  up  to  date  is  by  adding  the 
cost  of  each  new  purchase  of  property  and  deducting 
the  cost  of  those  items  which  are  discarded,  together 
with  proper  treatment  of  the  depreciation  accoimt. 
In  other  words.  Original  Cost  must  be  used  in  making 
the  necessary  charges  to  the  property  account.  It  is 
evident  that  if  any  other  theory  than  Original  Cost 
is  used  in  making  the  original  appraisal  by  inventory, 
we  will  have  in  the  end  a  valuation  which  is  an  irra- 
tional conglomerate  of  theories  without  ethical  reasons 
for  such  conglomeration.  The  only  other  alternative 
would  be  a  complete  new  appraisal  every  time  the 
value  of  a  plant  is  to  be  ascertained. 

The  trouble  with  the  theory  of  Original  Cost  is  that 
it  does  not  satisfy  the  idea  of  attaining  present  economic 
value.  On  the  other  hand,  the  theory  of  Cost  of  Repro- 
duction New,  while  superficially  or  rather  in  mere 
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name  it  satisfies  the  idea  of  present  economic  value, 
does  not  in  reality  come  any  closer  to  present  values 
than  Qri^nal  Cost.  As  applied  in  its  strictest  sense 
it  would  result,  as  stated  before,  in  the  mere  summing 
up  of  the  present  cost  of  the  various  items  and  might 
be  far  from  the  value  of  the  plant  as  a  whole.  As 
applied  by  taking  five  or  ten  years'  average  prices  it 
may  even  be  as  far  from  using  present  prices  on  the 
separate  items  as  would  be  the  theory  of  Original 
Cost. 

The  statement  that  the  "  trouble "  with  Original 
Cost  is  that  it  does  not  satisfy  the  ''  idea  "  of  present 
value,  means  only  that  there  exists  a  generally  adopted 
but  essentially  superficial  idea  that  we  should  try  to 
get  present  economic  value  in  a  governmental  valuation 
for  rate  making.  Yet  this  assimxption  that  the  aim 
in  rate  cases  is  to  attain  present  economic  value  is 
entirely  superficial  and  erroneous,  as  becomes  apparent 
at  the  first  steps  in  the  analysis  of  the  work  of  any 
competent  commission  or  court.  The  recognition 
of  any  circumstances  of  especial  difficulty  or  especial 
advantage  in  the  history  of  the  creation  of  any  partic- 
tdar  property  shows  clearly  that  the  real  result  of 
good  work  is  to  establish  a  Just  Amount  upon  which 
the  companies  should  be  allowed  to  make  returns, 
and  not  to  establish  a  present  economic  value  which 
would  ignore  the  sacrifices  of  the  creators  of  the  enter- 
prise so  far  as  those  sacrifices  have  been  made  in  good 
faith  and  with  benefit  for  the  pubUc.  After  all,  the 
future  is  the  field  of  effect  of  most  valuation  work,  and 
even  if  a  correct  present  value  should  be  determined, 
can  it  be  said,  that  this  value  would  be  more  just  in 
the  future,  or  is  more  just  now,  than  a  value  made  up 
on  an  original  cost  to  the  investor  of  the  plant  and 
organization  which  is  kept  in  the  service  of  the  public  7 
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Unfortunately  the  United  States  Supreme  Court, 
in  the  conspicuous  case  of  Wilcox  v.  the  Canaolidated 
OoB  Company  J  has  said  ^ 

And  we  concur  with  the  court  below  in  holding  that  the  value  of 
the  property  is  to  be  determined  as  of  the  time  when  the  inquiry 
18  made  regarding  the  rates.  If  the  property  which  legally  enters 
into  the  concdderation  of  the  question  of  rates  has  increased  in 
value  since  it  was  acquired,  the  company  is  entitled  to  the  benefit 
of  such  increase.    This  is,  at  any  rate,  the  general  rule. 

If  we  admit  the  rule  here  laid  down  and  apply  it  to 
advances  in  prices  of  material,  labor,  and  other  elements 
in  which  the  expectation  of  such  advances  is  not  part 
of  the  inducement  to  the  investment  (as  is  the  case 
with  real  estate),  we  must  also  admit  fluctuations  in 
prices  which  cause  a  decrease  in  value.  If  this  is  done, 
an  mmecessary  and  undesirable  element  of  speculation 
is  introduced  into  public  service  properties  on  account 
of  the  very  fact  of  governmental  valuation,  and  the 
risks  so  created  vnll  in  the  end  be  reflected  back  upon 
the  consumer  in  the  shape  of  the  higher  rates  of  returns 
which  can  justly  be  demanded  by  the  investor  on 
account  of  such  risks. 

At  present  we  are  going  through  a  period  of  re-adjust- 
ment of  values  on  account  of  the  presence  or  imminence 
of  public  valuation,  and  this  period  necessarily  brings 
much  uncertainty  as  to  investments  in  public  service 
properties.  Yet  the  true  aim  of  regulation  is  to  bring 
about  eventually  a  condition  where,  so  far  as  is  possible, 
all  risk  and  all  speculation  will  be  removed  from  the 
enterprise,  and  there  will  be  a  clear,  lasting,  and  depend- 
able understanding  between  the  consuming  public 
and  the  investing  public.  Such  a  deskable  condition 
can  be  attained  only  by  making  it  understood  that 
investors  are  to  be  allowed  returns  upon  what  they 
properly  invest  and  keep  invested  in  the  service  of 
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the  public,  and  not  by  making  their  property  the 
subject  of  future  fluctuation  in  prices  of  labor  and 
materials  over  which  they  can  exert  no  control. 

It  is  evident  if  this  opinion  of  the  Supreme  Court 
is  strictly  adhered  to,  it  could  be  claimed  that  there 
must  be  an  entire  revision  of  all  prices  entering  into 
a  valuation  each  time  a  rate  is  changed,  and  the  oppor- 
tunity is  offered  for  any  pedantic  judge  in  a  lower 
court  to  throw  out  any  rate  work  even  of  the  ablest 
commission,  on  the  ground  that  present  prices  have  not 
been  used  throughout.  To  use  present  prices  through- 
out is  impossible  where,  as  is  often  the  case,  work  of 
the  character  under  consideration  is  no  longer  done. 
In  fact,  it  is  practically  impossible,  in  making  up  a 
detailed  appraisal  of  any  large  property,  to  adhere 
strictly  throughout  either  to  present  cost  prices  or  to 
original  cost  prices.  Yet  this  condition  applies  as  a 
rule  only  to  matters  of  minor  importance,  while  the 
adoption  of  a  correct  theory  to  be  followed  as  closely 
as  possible  will  often  be  of  great  importance  in  admit- 
ing  or  rejecting  items  of  large  value,  especially  where 
the  so-called  intangible  assets  are  concerned. 

When  it  is  understood  that  to  attain  a  true  present 
economic  value  of  a  property  is  next  to  an  impossibility, 
then  it  is  at  least  to  be  hoped  that,  for  the  sake  of 
stability  in  values,  elimination  of  risks,  and  the  estab- 
lishment of  clear  understanding  as  to  the  future  treat- 
ment of  properties  under  governmental  valuation, 
all  parties,  including  the  companies  themselves,  may 
accept  some  controlling  theory  which  will  subordinate 
the  idea  of  economic  value  to  the  higher  principle  of 
ethical  value  and  to  the  very  valuable  "  commodity  " 
of  knowing  what  to  expect. 

It  is  obvious  that  ethical  value  and  economic  value 
are  not  necessarily  the  same  thing.    But  there  is  a 
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distinct  and  to  a  certain  eictent  a  logical  point  of  view 
from  which  it  is  assiuned  that  the  economic  value 
of  a  public  utility  property  is  its  value  once  for  all, 
and  that  in  the  making  of  a  valuation  the  owners  of 
these  properties  should  not  be  placed  upon  any  other 
plane  than  the  owners  of  any  other  properties.  It 
would  follow  from  this  that  the  present  value  of  a 
public  service  property  can  only  be  the  price  at  which 
that  property  would  sell  for  today.  But  immediately 
the  principle  of  public  regulation  of  rates  is  recognized, 
it  is  evident  that  this  regulation  will  affect  and  even 
control  the  economic  value  of  the  property;  and  if  an 
ethical  element  based  upon  the  sacrifices  of  the  investor 
is  not  introduced,  the  pubUc  could,  theoretically  at 
least,  make  the  rate  anything  it  wished,  and  the  value 
of  the  property  would  then  be  anythiog  it  wished, 
without  regard  to  results  which  would  be  grossly  and 
patently  unjust. 

The  analysis  submitted  in  this  paper  indicates  that 
the  theory  of  Original  Cost  gives  the  nearest  approach 
to  just  results.  And  it  appears  in  fact  that  in  consider- 
ing questions  of  justice  we  are  generally  forced  back  to 
what  actually  did  happen  in  the  production  of  any 
property;  this  means  Original  Cost.  Yet  this,  too, 
cannot  in  many  cases  be  applied  rigidly;  and  should 
it  become  obligatory  by  court  decisions,  might  prove 
only  less  hampering  and  harmful  than  the  other 
theories. 

The  need  is  for  some  guiding  over-theory  which  will 
guard  against  ethical  errors  and  show  where  the  dif- 
ferent economic  elements  can  safely  be  used  or  rejected. 
The  courts  and  the  commissions  seem  at  present  to 
be  giving  due  weight  to  the  ethical  elements  involved 
in  the  valuation  cases  presented,  and  it  is  possible 
that  the  better  equipped  commissions,  if  left  to  them- 
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selveSi  would  continue  to  do  so.  From  the  nature  of 
its  work  a  good  commission  is  a  specialist  in  valuation^ 
and  should  know  all  sides  of  its  business.  A  court, 
from  the  varied  character  of  the  work  required  of  it, 
is  at  best  but  an  amateur  in  a  specialized  field  and  there 
is  danger  at  any  time  that  a  judge  in  some  high  court, 
in  a  well  intended  effort  to  be  somewhat  specific  in  his 
definition  of  value,  may  fix  upon  us  limitations  which 
will  materially  hamper  efforts  to  attain  results  just 
both  to  the  companies  and  the  public. 

In  searching  for  a  guiding  ethical  over-theory  of 
value  for  use  in  making  valuations  of  existing  prop- 
erties, there  presents  itself  for  consideration  an 
adaptation  of  the  socialistic  theory  of  value,  —  value 
measured  by  the  sacrifice  of  the  producers.  The 
pure  socialistic  theory  goes  back  to  the  sacrifice  in 
the  way  of  discomfort  and  physical  effort  made  by 
the  workman,  and  is,  of  course,  entirely  subversive  of 
economic  values  as  at  present  established.  But  it 
seems  quite  possible  that  an  adaptation  of  the  theory^ 
which  would  only  go  back  to  the  money  sacrifice  of 
the  investor,  might  be  f oimd  a  workable  theory  for 
our  problems  of  valuation  and  rate  making.  It  would^ 
however,  be  necessary  to  limit  the  theory  to  a  con- 
sideration only  of  the  efficient  sacrifice  made  in  the 
service  of  the  public.  Without  the  limiting  word 
''efficient"  the  theory  would  run  wild  and  admit 
of  all  kinds  of  abuse. 

It  may  be  objected  that  results  based  upon  Efficient 
Sacrifice  may  not  be  a  "  value."  The  term  value  is 
an  imfortunate  one  when  used  in  naming  the  ultimate 
object  of  Public  Service  Valuation  work;  only  if 
qualified  as  Ethical  Value  does  it  express  with  any 
accuracy  the  result  which  should  be  desired.  It 
would  be  much  better  if  the  object  of  so-called  valua- 
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tion  were  described  as  the  ^'Just  Amount"  to  be 
earned  on,  or  the  '^  Just  Capital/'  But  it  is  probable 
that  the  idea  of  value  is  too  intimately  connected  with 
the  work  for  the  use  of  the  term  ever  to  be  eliminated. 
The  statement  that  the  returns  to  be  earned  by  the 
public  utility  companies  should  be  so  adjusted  as  to 
give  a  just  reward  for  Efficient  Sacrifice  in  the  service 
of  the  public,  is  probably  nothing  more  than  the  crystal- 
isation  into  a  phrase  of  what  has  been  the  aim  of  the 
courts  and  commissions  which  have  had  the  elements 
of  justice  in  their  minds  when  dealing  with  questions 
of  valuation  and  rate  making.  Nevertheless,  the 
statement  in  succinct  form,  if  adopted  as  the  definition 
of  an  over-theory,  might  serve  to  make  questions  of 
strictly  economic  value  subordinate  to  the  ethical 
questions  of  justice,  and  might  possibly  prevent  many 
errors  which  are  sure  to  occur  in  case  any  strictly 
economic  theory  becomes  controlling. 


Jameb  E.  Allison. 


COMMIBSIOMSB  AMD  GhDBV  EnQINBBB, 

PuBUO  Bmssvum  Coiciiibsion  ov  St.  Loum. 
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SUMMARY 

Economic  characteristics  of  Denmaik,  50.  —  Co-operation  in  retail 
trading,  52.  —  Trade  Unions,  55.  —  Insurance  against  sickneeB,  58. 
—  Unemployment  insurance,  60. — Compensation  in  case  of  accident, 
64.  —  Old  age  pensions,  64.  —  Problems  still  unsolved,  65. 

Altho  the  smaller  nations  are  usually  at  a  dis- 
advantage politically  and  economically^  they  enjoy 
in  some  ways  a  favored  position  when  compared  with 
their  greater  neighbors;  they  are  less  difficult  to  stir 
to  action.  Any  change  proposed  for  a  nation  of  only 
four  millions  is  easier  to  carry  through  than  one  which 
concerns  forty  miUions.  Any  scheme  of  social  or 
political  reorganization  which  is  to  be  appUed  to  but 
a  very  limited  population  is  incomparably  easier  both 
to  plan  and  to  put  into  operation  than  a  scheme  which 
has  to  take  into  account  all  the  peculiarities  of  the 
elements  of  a  great  nation. 

Such  an  advantageous  position  the  Danish  nation 
has  utiUzed  for  its  social  progress  during  the  last  forty 
years.  Its  2^750,000  of  population  contain  no  differ- 
ences as  profoimd  as  those  which  split  up  the  great 
nations  into  smaller  groups,  animated  by  conflicting 
interests  and  ideas.  Danish  manufacturing  is  of 
recent  origin  and  minor  importance.  Not  only  are 
exports  of  manufactured  goods  small,  but  the  home 
market  is  only  partly  suppUed.    Agriculture,   altho 

1  This  paper  hM  been  put  at  our  disposal  throuch  the  kindness  of  the  Danish  Lega- 
tion at  Washington.  It  is  gladly  published,  in  order  to  bring  to  the  attention  of 
Ameriean  students  the  remarkable  sooial  development  of  Denmark.  —  Bnnoaa. 
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engaging  directly  not  quite  half  the  population,  is  the 
principal  source  of  the  nation's  wealth,  and  agricul- 
tural products  form  the  great  bulk  of  exports. 

Danish  agriculture,  however,  is  so  hi^y  specialized 
and  organized  that  it  is  much  more  like  the  great 
modem  industries  than  like  old-time  farming.  Its 
products  are  such  as  demand  a  vast  amount  of  labor, 
much  of  it  highly  skilled;  and  the  high  costs  of  pro- 
duction, leaving  only  a  narrow  margin  of  net  earnings, 
necessitate  a  strict  economy  and  constant  watching 
of  the  market.  As,  furthermore,  great  farms  are 
uncommon  and  most  of  the  land  is  spUt  up  into  small 
plots,  owned  and  worked  by  the  peasants  themselves, 
it  is  evident  that  there  can  be  no  room  in  Denmark 
for  a  backward  and  inefficient  rural  population.  The 
Danish  peasantry  are  put  to  a  severe  test  by  existing 
circumstances,  and  only  a  thoro  organization  and  a 
high  educational  level  can  ensure  their  success. 

It  is  remarkable  that  the  system  of  small  ownership, 
which  elsewhere  has  resulted  in  a  petty  individualism, 
has,  in  Denmark,  not  only  raised  a  population  of  con- 
scious and  intelligent  peasants,  but  has  also  been  the 
basis  of  a  co-operative  movement  stronger  perhaps  than 
that  of  any  other  country.  Among  the  factors  con- 
tributing to  this  result  may  be  mentioned  the  successful 
educational  system  of  Denmark,  especially  the  Popular 
High  Schools,  where  very  many  of  the  young  peasants 
of  both  sexes  spend  several  months  securing  a  mental 
and  moral  training  which  leaves  its  stamp  for  life.  But 
when  one  sees  that  the  Danish  working  people  of  the 
towns,  who  live  under  altogether  different  circum- 
stances and  receive  quite  a  different  training,  neverthe- 
less display  the  same  capacity  for  voluntary  organiza- 
tion, —  brought  to  bear,  tho  it  is,  upon  other  problems 
than  agriculture  and  dairying,  —  one  inclines  to  think 
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that  the  Danish  people  are  endowed  with  a  peculiar 
faculty  for  spontaneous  co-operation  and  self -disci- 
plined organization. 

The  following  pages  give  a  short  account  of  the 
different  forms  which  this  natural  tendency  has  taken 
in  town  and  country.  In  order  to  complete  the  picture 
of  contemporary  Danish  social  life  a  few  remarks  will 
follow  concerning  domains  which  the  State  has  had  to 
enter  in  order  to  encourage  private  efforts  and  to 
carry  out  tasks  which  private  initiative  had  failed  to 
accomplish.^ 

The  co-operative  principle  was  first  applied  in  Den- 
mark by  some  small  societies  of  consumers,  who, 
imitating  the  celebrated  Rochdale  Pioneers,  started 
buying  goods  in  common  and  distributing  them  among 
their  members.  Such  societies  spread  rapidly,  organiz- 
ing almost  always  on  the  same  business  principles. 
The  members  contribute  only  small  amounts,  but  are 
jointly  responsible  for  the  debts  of  the  societies.  Their 
goods  are  sold  for  cash  and  at  the  current  retail  prices. 
Afterwards  the  profits  made  through  wholesale  pur- 
chases are  divided  among  the  members  according  to 
the  amount  of  goods  fmnished  to  each. 

At  present  there  is  scarcely  a  village,  however  small, 
which  has  not  its  co-operative  society.    In  all  there 

1  The  itotiatioB  quoted  in  this  paper  an  oompOed,  for  the  most  part,  from  the 
■tatietioal  publieatioiw  of  the  Danish  Government,  espedsOy  Ikom  the  Danish  Statia- 
tiesl  Yearbook  ("  Statlstisk  Aaibog.  udgivet  sf  Statens  Statistiske  Bureau  ")  whose 
eontents  era  in  Danish  and  in  Fkeneh. 

Almost  nothing  has  been  written  in  America  or  England  on  Danish  social  life. 
The  94th  Annual  Report  of  the  Commissioner  of  Labor,  1900,  gives  a  genersl  wxnmf 
of  social  insuranoe  in  Denmsric  On  special  topics  I  may  further  mention:  Rider 
Haggard:  Rural  Denmark  and  its  lessons  (London,  1911);  and,  as  a  book  which 
thoroly  treats  Danish  unemployment  insurance,  Qibbon:  Unemployment  Insoranes, 
London,  1911. 

In  n«nch  there  are  some  official  publications  on  social  and  economic  progiesi  ia 
Denmaric:  Rudolf  Schou,  L'agriculture  en  Danemark,  Paris,  1900;  Le  Dancmaric: 
Mat  aotuel  de  sa  civilisation  et  de  son  organisation  socials,  Copsnhague.  1900;  Assist- 
aaee  et  pr^voyanee  sodale  en  Danemark,  Cnpenhague,  1910. 
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are  about  1,300,  with  a  total  membership  of  ahnost 
200,000  and  an  annual  turnover  of  $17,000,000. 
Most  of  them  have  combined  in  order  to  carry  the 
co-operative  principle  to  a  higher  pitch  of  efficiency: 
they  get  their  goods,  not  from  a  wholesale  merchant, 
but  through  a  National  Co-operative  Union  which 
yearly  supplies  goods  to  the  amoimt  of  $12,000,000 
produced  to  a  great  extent  in  its  own  factories. 

This  movement  has  by  far  its  greatest  strength  in 
the  country.  In  Copenhagen  and  the  other  towns 
it  is  comparatively  weak.  But  quite  recently  the  trade 
unions  have  taken  the  problem  up,  and  they  may  start 
a  campaign  among  industrial  workers  for  the  creation 
of  co-operative  societies. 

As  such  co-operative  buying  societies  soon  proved 
a  decided  success  with  the  Danish  peasants  and  ac- 
quainted them  with  the  principle  of  co-operation,  it 
was  very  natural  for  them  to  conceive  the  idea  of 
trying  to  organize  agricultural  production  and  the  sale 
of  produce  in  a  similar  way.  In  spite  of  the  much 
greater  difficulties  which  attended  this  enterprise, 
the  attempt  succeeded.  When  in  the  seventies  and 
eighties  Danish  agriculture  abandoned  wheat  growing 
and  turned  to  dairy  farming,  this  revolution,  ^- as 
it  may  well  be  called,  with  such  astonishing  swiftness 
did  it  come,  —  was  to  a  great  extent  brought  about 
through  co-operation.  The  farmers,  who  had  hitherto 
produced  butter  only  in  small  quantities  and  of  a 
mediocre  quality,  created  dairy  societies  that  built 
butter  factories,  engaged  experienced  dairymen  and 
undertook  to  turn  the  milk  from  their  members' 
farms  into  butter.  These  societies  were  administered 
by  the  farmers  themselves,  each  member  having  one 
vote,  whether  he  owned  one  cow  or  a  thousand.  As 
they  are  based  on  the  joint  responsibility  of  the  mem- 
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bers,  the  societies  can  work  with  a  very  small  capital, 
and  almost  the  whole  of  the  profits,  after  deducting 
the  running  expenses,  can  be  divided  among  the  mem- 
bers according  to  the  quantity  of  milk  supplied  by  each 
of  them.  Through  experiments  and  by  applying  the 
most  advanced  scientific  methods  the  dairies  soon 
succeeded  in  producing  butter  of  choice  quality.  In 
order  to  find  a  market  abroad  for  their  products  the 
dairy  societies  established  export  societies  which  could 
undertake  regularly  to  supply  great  quantities  of  butter 
of  a  standard  quality.  These  societies  were  organized 
on  the  same  principle:  each  factory  receiving  its  share 
of  the  proceeds  of  the  sale  according  to  the  quality  and 
the  quantity  of  the  butter  furnished  by  it. 

At  present  there  exist  in  Denmark  1,150  co-operative 
dairies,  which  turn  into  butter  the  milk  of  four-fifths 
of  the  cows  of  the  country.  In  1909  they  paid  back 
to  the  farmers  $59,000,000,  of  which  $9,000,000  was 
clear  profit. 

Naturally  the  dairy  societies  take  great  interest 
in  the  quality  of  the  live  stock  of  their  members. 
The  productiveness  of  the  cows  is  exactly  tested  from 
time  to  time,  and  advice  is  given  as  to  the  feeding 
and  breeding  of  the  cattle.  Through  the  societies 
any  agricultural  progress  spreads  quickly  all  over  the 
country.  There  exist  also  a  great  niunber  of  strongly 
organized  agricultural  societies,  of  which  most  peas- 
ants are  members  and  through  which  they  are  kept 
informed  of  the  latest  technical  improvements. 

Little  by  little  co-operative  methods  have  come  to 
prevail  in  almost  all  branches  of  Danish  rural  industry. 
Co-operative  slaughter  houses  have  been  established 
and  have  secured  a  good  market  in  England  for  Danish 
ham  and  bacon.  In  1909  they  killed  1,360,000  hogs 
and  26,000  head  of  cattle,  and  paid  out  to  their  mem- 
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bers  a  total  amount  of  over  $24,000,000.  The  col- 
lecting and  exporting  of  ^gs  has  also  been  co-operatively 
organized,  and  thanks  to  a  very  rigorous  control, — 
each  %g  being  stamped  so  that  members  who  supply 
bad  eggs  can  easily  be  found  out  and  fined,  —  the 
Danish  egg  export  is  increasing  rapidly,  and  a  yearly 
total  of  33,000,000  dozens  has  already  been  reached. 

It  would  require  too  much  space  to  enumerate  all 
the  forms  under  which  the  co-operative  principle  is 
applied  in  Danish  agriculture.  Whenever  the  farmers 
feel  the  need  of  undertaking  anything  on  a  large  scale 
they  turn  to  co-operation.  They  form  societies  for 
breeding  cattle,  for  buying  seed  and  fodder,  as  well 
as  for  procuring  machinery  too  big  and  too  expensive 
for  one  farm. 

Besides  securing  clear  economic  advantages,  the 
administration  of  co-operative  societies,  together  with 
the  institutions  of  local  self-government,  has  been  an 
admirable  school  for  the  Danish  peasant.  It  has 
developed  his  intellectual  and  moral  qualities  and  has 
fitted  him  for  the  very  active  part  which  he  has  now, 
for  a  long  time,  played  in  the  political  life  of  the  nation. 

As  already  stated,  the  natural  aptitude  of  the  Danish 
people  for  spontaneous  organization  has  made  itself 
manifest  in  the  towns  just  as  in  the  rural  districts, 
save  that,  because  of  different  conditions,  it  has  as- 
sumed correspondingly  different  forms.  Danish  trade 
unionism,  like  Danish  industry,  is  of  comparatively 
recent  origin:  both  date  only  to  the  beginning  of  the 
seventies.  Tho  at  first  the  unions  were  crushed  down 
by  the  authorities  as  revolutionary,  they  soon  recovered, 
and  since  have  developed  rapidly  and  regularly. 
From  the  outset  they  have  been  professedly  socialistic; 
and  tho  their  original  rigid  Marxism  has  been  gradually 
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softened  to  a  moderate  Reform  character  as  their 
membership  increased,  they  have  never  given  up  their 
allegiance  to  the  socialistic  doctrine.  Their  intimate 
relation  with  the  Social-Democratic  party  is  empha- 
sized by  the  rule  that  a  seat  on  their  central  com- 
mittee shall  always  be  reserved  for  a  member  of  the 
executive  council  of  the  party. 

Danish  trade  unions  are  built  up  on  a  very  thoro 
and  efficient  plan.  The  units  of  tiie  system  are  the 
small  unions  comprising  the  workmen  of  a  certain 
trade  in  a  certain  locality.  Most  of  these  unions  are 
so  small  that  an  effective  control  of  the  members  is 
very  easy.  All  the  unions  of  a  town  are  generally 
united  in  a  trades  council,  working  for  special  local 
purposes.  At  the  same  time,  however,  there  exists 
in  most  trades  a  national  Federation  linking  all  the 
local  trade  unions.  And  the  nutjority  of  these  federa- 
tions are  members  of  the  great  central  body,  the 
Amalgamated  Trades  Federation.  By  this  device 
about  one-half  of  the  Danish  workmen  are  massed 
together  under  the  leadership  of  a  single  executive 
body,  whose  chairman  is  certainly  one  of  the  most 
influential  men  in  the  country. 

In  1910  there  were  in  Deimiark  about  1,500  trade 
unions,  organized  in  about  forty-five  federations  and 
having  a  total  membership  of  122,000.  Forty  of 
these  federations,  with  a  following  of  102,000  workers, 
belonged  to  the  Amalgamated  Trades  Federation. 
For  the  sake  of  comparison  it  may  be  mentioned  that 
the  industrial  workmen  of  Denmark  number  in  all 
about  210,000;  there  are  also  67,000  women.  Even 
of  the  women  a  considerable  number  are  organized. 
Evidence  that  the  unskilled  workmen  also  possess 
remarkable  capacity  for  organization  is  the  fact  that 
the  Federation  of  Laborers,  composed  of  such  work- 
men, numbers  about  28,000  monbers. 
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In  face  of  this  army  of  well  organized  and  well 
disciplined  workingmen  stands  a  body  of  employers, 
much  less  nmnerous,  of  course,  but  just  as  firmly 
united.  There  is  a  central  organization  which  assists 
and  controls  federations  of  employers  in  the  different 
trades.  The  creation  of  this  powerful  body  gave  the 
signal  for  a  great  industrial  war  in  which  40,000  work- 
men were  locked  out  for  about  four  months.  The 
agreement  reached  when  at  last  the  two  central  organ- 
izations came  to  terms  still  holds  good  as  the  constitu- 
tional law  regulating  the  relations  between  the  employer 
and  the  workingman  in  Denmark.  It  laid  down 
definite  regulations  for  collective  bargaining,  for  giving 
notices  of  strikes  and  lock-outs,  and  for  other  industrial 
proceedings.  And  the  State,  in  order  to  assist  in 
enforcing  this  agreement,  has  established  a  special 
court  composed  of  employers  and  employees  and  a 
jurist  as  umpire,  having  the  object  of  ruterpreting 
collective  contracts  and  inflicting  fines  upon  organiza- 
tions which  violate  them. 

No  sort  of  arbitration,  whether  arbitrary  or  com- 
pulsory, in  rudustrial  piuisuits,  has  been  set  up  by 
the  Danish  government.  But  it  has  appointed  an 
oflBidal  "  conciliator,"  who  is  authorized  to  call  the 
parties  to  such  disputes  before  him,  ask  full  partic- 
ulars as  to  the  points  in  dispute  and  offer  his  mediation. 
He  can  give  no  binding  award,  can  only  assist  the  parties 
in  reaching  a  compromise;  or  by  publishing  the  con- 
clusions of  his  impartial  investigation,  he  can  bring 
the  pressure  of  public  opinion  to  bear  on  the  recal- 
citrant party. 

Danish  trade  unions  have  by  no  means  limited 
their  field  of  operations  to  offensive  and  defensive 
warfare    against    the    employers.    They    have    also 
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worked  to  a  great  extent  as  aid  societies,  assisting 
members  in  need  on  account  of  old  age,  ill  health,  or 
lack  of  employment.  In  the  course  of  time,  however, 
these  functions  have  largely  been  taken  over  by  special 
organizations,  some  of  which  are  still  often  very  inti- 
mately connected  with  the  unions  from  which  they 
have  originally  sprung. 

Voluntary  sickness  clubs  had  reached  a  considerable 
development  among  the  working  people  in  town  and 
country  before  the  government  had  ever  given  any 
thought  to  the  problem  of  insurance  against  sickness. 
It  was  natural  then  that  the  State,  in  first  grappling 
with  this  problem,  did  not  follow  the  German  example 
of  compulsory  insurance.  The  Danish  government 
preferred  to  further  the  development  of  the  existing 
spontaneous  organization  by  means  of  state  grants  to 
the  sickness  clubs  and  encouragement  to  their  members. 
The  act  of  1892  prescribed  that  all  sickness  clubs  which 
complied  with  certain  conditions  laid  down  in  the  act 
could  obtain  recognition  from  the  state  and  thereby 
obtain  the  right  to  subsidies  from  the  exchequer  and 
from  mimicipal  funds.  Following  are  the  main  con- 
ditions for  securing  this  recognition:  the  club  shall  be 
limited  either  to  a  certain  locality  or  to  a  certain 
trade;  it  must  have  at  least  fifty  members,  who  shall 
be  between  fifteen  and  sixty  years  of  age  and  shall  be 
workingmen,  small  artisans,  tradespeople,  small  far- 
mers or  agricultural  laborers.  Children  under  fifteen 
years  are  insured  with  their  father. 

The  recognized  sickness  clubs  render  free  medical 
and  hospital  treatment  and  a  daily  money  benefit. 
To  members  under  eighteen  years  the  benefit  cannot 
be  less  than  eleven  cents;  for  adult  men  and  women 
it  may  be  less  or  even  nothing.  The  daily  benefit 
is  never  to  exceed  two-thirds  of  the  usual  wages  of 


Digitized  by 


Google 


SOCIAL  DENMARK  59 

the  insured  person.  The  maximum  period  for  which 
it  is  given  must  be  at  least  thirteen  weeks  a 
year,  but  for  the  first  three  days  of  sickness  no  pay 
is  due.  Most  clubs  secure  to  their  members  much 
greater  advantages,  especially  in  the  form  of  money 
benefit.  But  when  they  comply  with  the  above 
TOJTiimiiTn  rules  the  clubs  can  claim  a  state  grant  of 
fifty-two  cents  per  member  and  one-fifth  of  the  pre- 
miimis.  Besides,  the  municipalities  grant  to  the 
sickness  clubs  treatment  for  their  members  in  the 
municipal  hospitals  at  half  pay  or  even  less;  and  they 
grant  other  advantages  also. 

In  order  to  encourage  people  to  join  the  sickness 
clubs  the  law  further  provides  that  when  at  the  end 
of  thirteen  weeks  the  cash  benefit  ceases,  the  members 
are  entitled  to  poor  law  relief  for  a  like  period,  without 
losing  any  of  their  civic  rights. 

The  clubs  recognized  by  the  state  retain  complete 
autonomy.  They  are  administered  by  their  members 
through  a  committee  chosen  from  among  themselves, 
with  the  provision  that  an  inspector  appointed  by  the 
state  must  see  that  the  clubs  are  always  solvent  and 
that  the  conditions  for  obtaining  state  grants  are 
constantly  observed.  But  of  course  the  inspector 
can  assist  them  in  many  ways  through  his  legal  and 
financial  experience.  Each  year  he  calls  a  conference 
of  delegates  from  all  the  clubs  to  discuss  matters 
connected  with  insurance  against  illness.  In  addi- 
tion, he  is  the  president,  ex  ojgicio,  of  a  board  of  nine 
representatives  of  the  club.  This  board  has  proved 
very  useful  in  controlling  and  developing  the  oi^aniza- 
tion  and  keeping  it  to  the  terms  laid  down  by  law. 

Most  of  Uie  sickness  clubs  have  joined  a  National 
Federation,  which  makes  it  possible  for  the  insured 
person  who  moves  from  one  part  of  the  country  to 
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another  to  be  transferred  from  one  local  club  to  another 
without  loss  of  any  acquired  rights.  In  1910  there 
existed  in  Denmark  1,500  recognized  sickness  clubs 
with  a  total  membership  of  667,000.  Their  total 
income  amounted  to  $2,000,000,  of  which  the  memr 
bers  paid  $1,290,000  and  the  state  $560,000.  They 
spent  $600,000  in  benefits,  $170,000  m  hospital  treat- 
ment, and  $715,000  for  medical  attendance.  Tho 
it  appears  from  these  statistics  that  a  fairly  high 
percentage  of  the  population  have  joined  the  clubs, 
it  must  be  confessed  that  hitherto  these  have  come 
chiefly  from  the  well-to-do  portion  of  the  working 
classes.  Those  who  would  most  sorely  need  assistance 
in  case  of  illness  often  do  not  see  their  way  to  pay  the 
subscriptions.  However  the  question  of  how  to  extend 
the  boon  of  insiu-ance  against  illness  even  to  the  lowest 
classes  of  the  Danish  working  people,  without  giving 
up  the  present  non-compulsory  system,  is  now  receiv- 
ing careful  attention  from  Danish  social  reformers. 

More  than  half  the  sickness  clubs  are  closely  con- 
nected with  special  voluntary  associations  which 
undertake,  against  a  small  premiiun,  to  pay  the  burial 
expenses  of  members  who  die.  These  associations, 
which  count  in  all  about  370,000  members,  are  also 
placed  under  the  supervision  of  the  inspector  of  the 
sickness  clubs.  Many  of  them  have  reinsured  their 
risk  through  the  mediiun  of  the  National  Federation. 

The  problem  of  insuring  against  unemployment  is 
one  of  the  last  problems  with  which  social  reformers 
have  grappled,  as  it  is,  by  conmion  consent,  one  of  the 
most  difficult.  Local  attempts  were  made  by  munici- 
palities, but  these  generally  failed,  and  matters  went 
from  bad  to  worse.  One  cannot  but  admire  the 
courage  shown  by  the  Danish  Congress  when  in  1907 
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it  adopted  the  first  national  scheme  of  insurance  for 
the  unemployed  ever  planned.  The  whole  scheme 
might  have  proved  abortive,  had  not  the  materials 
on  which  to  build  the  system  been  at  hand.  The 
voluntary  sickness  clubs  ahready  embracing  a  large 
part  of  the  population,  pointed  to  the  method;  that  is, 
the  encouragement  by  state  grants  of  the  creation  of 
autonomous  associations  for  insurance.  It  was  feared, 
however,  that  the  scheme  might  not  succeed  without 
some  sort  of  compulsion;  there  was  evident  danger 
that  only  the  second-rate  workers,  those  most  likely 
to  get  out  of  work,  would  join  the  associations.  This 
difficulty,  however,  could  be  overcome,  as  had  been 
proved,  by  the  insurance  for  the  unonployed  created 
by  many  of  the  trade  unions;  these  bodies  were  able 
to  compel  all  their  members  to  become  insured.  And 
the  state,  by  encouraging  the  private  efforts  of  the 
trade  unions,  might  promote  the  creation  of  an  effective 
system  of  insurance  for  the  imemployed,  while  avoiding 
the  odium  of  state  compulsion.  This  was  the  sagacious 
plan  embodied  in  the  act  of  1907.  The  state  put  only 
one  condition  upon  subsidizing  insurance  started  by 
the  trade  unions;  that  hereafter  the  insurance  should 
be  carried  on  by  autonomous  organizations,  existing 
for  the  purpose.  If  the  grants  had  been  paid  into  the 
general  funds  of  the  trade  imions  they  might  have 
been  misappropriated  for  strike  pay  and  the  like. 
As  a  matter  of  fact  the  new  associations  are  very  often 
closely  connected  with  the  trade  unions  from  which 
they  have  sprung.  They  often  have  common  offices 
and  the  same  men  are  their  executives.  The  employers 
are  not  bound  to  contribute  to  them  and  consequently 
have  no  voice  in  their  administration,  and  the  state 
limits  its  supervision  to  auditing  the  accounts  and 
seeing  that  the  law  is  observed. 
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The  scheme  has  proved  very  successful.  The 
trade  luiions  easily  understood  what  an  advantage 
it  would  be  to  them  to  be  relieved  of  at  least  a  part 
of  their  expenditures  for  unemployment,  and  they 
hastened  to  avail  themselves  of  the  opportimity.  In 
1911,  —  after  a  trial  of  only  four  years,  —  there 
existed  fifty-one  associations  of  this  kind,  counting 
105,000  members.  This  means  that  more  than  two- 
thirds  of  the  industrial  workers  of  Denmark  are  now 
insured  against  unemployment.  And  it  is  well  worth 
noticing  that  many  women  —  more  than  one-fourth 
of  those  employed  in  industry  —  have  joined  these 
associations. 

The  funds  of  the  societies  are  raised,  —  as  already 
stated,  —  by  subscriptions  from  the  members  and  by 
state  and  municipal  grants.  The  subscription  of 
each  member  averages  a  little  more  than  twenty-eight 
cents  a  month.  The  subsidies  from  the  mimicipalities 
are  optional,  but  the  state  grant  is  fixed  at  half  the 
amount  raised  from  the  other  two  sources.  Out  of 
these  funds  it  has  been  possible  to  allot  to  each  member 
imemployed  a  daily  benefit  varying  from  fourteen  to 
fifty-four  cents,  but  never  to  exceed  two-thirds  of  the 
average  wages  in  his  trade.  Most  of  the  societies, 
however,  do  not  pay  benefits  to  any  member  for  more 
than  seventy  days  in  a  year.  According  to  the  law 
tiiose  unemployed  because  of  a  strike  or  lock-out  are 
not  eligible  for  assistance,  nor  is  any  member  who 
refuses  work  of  a  suitable  kind. 

Some  of  the  societies  have  created  labor  exchanges. 
It  is  now  proposed  to  establish,  in  addition  to  these, 
a  national  system  of  labor  exchanges  to  be  run  by  the 
municipalities  under  control  by  the  state.  Such  a 
scheme  will,  of  course,  be  of  great  use  to  the  associations 
for  imemployment  in  checking  any  possible  tendency 
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on  the  part  of  the  unemployed  to  evade  work  as  long 
as  they  can  draw  their  msurance.  It  is,  however, 
only  just  to  add  that  no  such  tendency  has  hitherto 
needed  correction,  since  the  control  exercised  by 
fellow  workmen  over  the  work-shy  seems  to  have  been 
sufficient. 

The  rules  as  to  state  control  are  modelled  on  those 
which  apply  to  the  sickness  clubs.  Control  rests 
in  an  inspector  who  is  the  chairman  of  an  elected 
"  board  of  insurance  for  the  unemployed  "  and  who, 
once  a  year,  calls  a  congress  of  delegates  from  all  the 
associations  to  discuss  matters  of  common  interest. 

The  forgoing  pages  have  given  a  brief  survey  of 
what  the  innate  tendency  of  the  Danish  people  towards 
voluntary  organization  and  collective  self-help  has 
wrought  for  the  progress  and  well-being  of  the  nation: 
how  it  has  brought  Danish  agriculture  to  the  first 
rank  in  modem  Eiux>pe,  and  greatly  augmented  the 
productive  forces  of  the  country;  how  it  has  helped 
the  working  people  in  town  and  country  to  attain  a 
fairly  high  standard  of  living,  and  has  sheltered  them 
against  the  ruinous  economic  effects  of  such  constant 
risks  as  sickness  and  loss  of  employment. 

It  would,  however,  give  a  wrong  impression  of  social 
'life  in  Denmark  at  the  present  day  if  a  few  remarks 
were  not  added,  setting  forth  what  the  state  has  done 
directly  to  solve  those  social  problems  with  which 
the  voluntary  provident  societies  have  not  tried  to 
cope.  The  risks  against  which  the  Danish  working 
population  is  not  covered  by  private  societies  are  partic- 
ularly the  following:  industrial  accidents,  a  poor  and 
helpless  old  age,  invalidity  due  to  sickness  or  other 
causes  than  labor  accidents;  and,  in  the  case  of  chil- 
dren, the  loss  of  their  bread-winner  and  protector, 
whether  father  or  mother. 
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Against  the  first  of  these  dangers  Danish  working 
people  are  insured  through  a  workmen's  compensation 
act  obliging  the  employers  to  pay  to  the  workmen 
injiu*ed  during  their  work  a  compensation  to  be  fixed 
by  a  special  board.  This  board  is  composed  of  repre- 
sentatives of  employers  and  employees  in  equal  number^ 
and  some  members  appointed  by  the  state,  one  of 
whom  acts  as  chairman. 

Tho  not  bound  to  do  so,  most  of  the  employers 
insure  themselves  against  this  risk  through  a  mutual 
insurance  society  recognized  by  the  state.  The  work-- 
ingmen's  compensation  act  now  also  provides  for 
agricultural  laborers  and  sailors.  The  fishermen,  who 
generally  have  no  employer  but  work  individually 
or  in  small  groups,  can  insure  themselves  at  a  very  low 
premium  in  a  mutual  insurance  society,  the  possible 
deficit  of  which  is  covered  by  the  state. 

The  Danish  scheme  of  old  age  pensions  was  some- 
what of  an  experiment  when  first  voted  in  1891.  But 
its  success  has  been  demonstrated  not  only  by  its 
beneficial  results  in  Denmark,  but  also  by  the  fact 
that  it  has  been  a  model  to  other  countries,  notably 
Great  Britain.  Its  general  aim  is  to  provide  an  inde- 
pendent and  comfortable  period  of  rest  for  old  people 
of  respectability  who  are  no  longer  able  to  earn  their 
living,  and  are  unwilling  to  apply  for  poor  law  assis- 
tance, which  entails  the  loss  of  civic  rights.  Every- 
thing is  done  to  mark  the  difference  between  the  old 
age  pension  and  the  common  poor  law  relief. 

The  conditions  of  eligibility  for  a  pension  are  as 
follows.  The  person  must  be  at  least  sixty  years  of 
age  and  unable  to  earn  a  living;  must  not  have  com- 
mitted any  crime  or  misdemeanor;  must  not  be  indigent 
through  his  own  fault  (dissipation  or  gifts  to  relatives  or 
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others) ;  and  must  not  have  received  public  assistance 
for  five  years  preceding.  However,  public  assistance 
received  in  case  of  illness  does  not  render  one  ineligiblCi 
neither  does  the  possession  of  a  small  sum  of  money  or 
a  yearly  income  of  less  than  twenty-six  dollars. 

It  is  left  to  the  town  authorities  to  decide  who  are 
qualified  for  a  pension  and  to  fix  its  amount  in  each 
case  according  to  the  circumstances.  In  order  to 
encourage  economy  the  state  refunds  only  one-half 
of  the  expenses ;  the  other  half  is  borne  by  the  municipal 
fimds. 

The  number  of  pensioners  has  been  increasing 
rapidly.  At  present  about  twenty-five  per  cent  of 
the  men  and  thirty-six  per  cent  of  the  women  above 
sixty  years  draw  pensions.  The  amount  of  these, 
varying  a  great  deal,  of  course,  with  the  cost  of  living, 
ranges  from  fifty-six  dollars  a  year  in  Ck)penhagen  to 
only  thirty  dollars  in  the  rural  districts. 

In  order  to  secure  to  the  coming  generation  a  healthy 
infancy  a  bill  has  recently  been  voted  by  the  House 
of  Representatives  giving  to  widows  or  widowers  in 
need  the  right  to  claim  assistance  from  the  state  for 
protecting  their  children  until  these  are  able  to  provide 
for  themselves.  It  has  not  yet  (1912)  been  enacted, 
the  Senate  having  rejected  it,  mainly  for  financial 
reasons. 

Another  great  risk  the  Danish  working  classes  are 
not  yet  insured  against,  the  risk  namely  of  becoming 
incapacitated  through  incurable  disease  or  through  non- 
industrial  accident.  Several  years  ago  a  commission 
was  appointed  to  inquire  into  this  problem.  The 
present  Minister  of  liie  Interior  appears,  however, 
to  favor  a  scheme  of  compulsory  insurance  which 
should  also  comprise  insurance  against  old  age  and 
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thereby  relieve  the  state  of  part  of  the  burdens  of  the 
present  old  age  pensions.  As  this  plan  will  probably 
meet  with  considerable  resistance  from  different  quar- 
ters, the  missing  link  in  the  Danish  system  of  social 
insurance  may  still  be  long  in  coming. 

This  survey  has  been  brief.  Yet  it  has  not  been 
in  vain  if  it  has  shown  that  the  Danish  people  have 
successfully  availed  themselves  of  the  advantageous 
conditions  created  by  their  small  population  and  by 
its  high  moral  and  intellectual  standard.  Surely  the 
co-operative  and  provident  institutions  of  Denmark 
stand  high  among  those  of  European  countries. 

P.  SCHOU. 
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SPECIALIZATION  IN  THE  WOOLEN  AND 
WORSTED  INDUSTRY 

SUMMARY 

The  different  kinds  of  specialization,  68.  —  The  woolen  and  wonted 
proceases  described  and  compared,  69.  —  Relative  growth  of  the 
woolen  and  worsted  branches,  and  their  geographical  distribution, 
70.  —  Census  figures  showing  the  degree  of  specialization  in  each 
branch,  72.  —  Discussion  of  these  figures,  74.  —  The  organization 
of  the  industry  in  the  United  States  compared  with  that  in  England, 
78.  —  In  France,  81.  —  In  Germany,  82.  —  The  reasons  assigned 
by  Professor  Clapham  for  greater  specialization  in  the  worsted  than 
in  the  woolen  branch,  84.  —  Worsted  fabrics  and  yams  "  standard- 
ized " ;  woolen  fabrics  and  yams  of  such  varying  character  as  to  preclude 
standardization,  86.  —  Other  reasons  for  greater  specialization  in  the 
worsted  branch,  88.  —  The  reasons  why  wool-combing  is  not  so  highly 
specialized  in  Uie  United  States  as  in  England,  90.  —  The  tendency 
toward  greater  specialization  in  wool-combing,  94. 

The  woolen  and  worsted  industry  offers  a  most 
instructive  field  for  a  study  of  industrial  organization 
and  specialization.  The  term  "  woolen  "  is  used  herein- 
after in  its  narrow  sense  to  designate  a  particular  class 
of  fabrics,  often  called  "  carded-woolen,"  to  differen- 
tiate them  from  "  worsted  "  fabrics  which  are  manufac- 
tured by  a  somewhat  different  process,  and  usually 
in  a  separate  set  of  mills.  Altho  the  manufacture  of 
both  woolen  and  worsted  goods  is  commonly  thought 
of  as  a  single  industry,  the  line  of  demarkation  between 
the  two  is  sufficiently  clear  to  enable  the  Census 
Bureau  to  compile  separate  sets  of  statistics  for  each. 
There  appears  to  be  ample  justification  for  thus  keeping 
them  apart,  inasmuch  as  there  are  pronoimced  dif- 
ferences in  the  character  of  materials  used,  the  kinds  of 
fabrics  produced,  and  in  the  respective  organizations 
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of  the  two  branches.  It  is  these  differences  in  organiza- 
tion, in  so  far  as  they  relate  to  specialization,  which 
are  the  subject  matter  of  the  present  paper. 

The  term  "  specialization "  is  sometimes,  tho  not 
properly,  applied  to  the  minute  subdivision  of  processes, 
or  ''  complex  division  of  labor,"  within  a  single  factory. 
It  has  a  commonly  accepted  usage  in  two  other  senses: 
first,  the  limitation  of  the  output  of  a  mill  to  one 
particular  kind  or  grade  of  goods,  such  as  worsted 
coatings,  cotton-warp  dress  goods,  or  all-wool  blankets; 
and  second,  the  subdivision  of  successive  processes  of 
manufacture  between  different  mills,  as  for  example 
where  one  mill  combs,  another  spins,  and  another 
weaves.  The  first  kind  may  be  called  horizontal  or 
parallel  specialization,  because  the  processes  occupy 
the  same  plane  in  the  industrial  scale  from  raw  material 
to  finished  product.  The  second  may  be  called  vertical 
specialization,  in  that  the  various  operations  follow 
each  other  in  an  ascending  scale,  the  product  of  one 
factory  becoming  the  raw  material  of  another.  It  ia 
the  latter  kind  of  specialization  with  which  this  discus- 
sion is  primarily  concerned. 

The  considerations  upon  which  the  possibility  or 
desirability  of  specialization  in  a  given  industry  depends 
are  either  commercial  or  technical.  Commercial  con- 
siderations are  such  as  the  extent  of  the  market, 
homogeneity  of  product,  proximity  of  plants  to  each 
other.  The  technical  considerations  have  to  do  with 
the  intricacy  of  processes,  capital  requirements,  size 
of  the  producing  unit,  and  other  matters  which  concern 
economy  of  operation.  A  third  possible  consideration 
ia  the  history  of  the  industry  in  question;  established 
custom  may  retard  the  re-organization  of  businesses 
even  when  conmiercial  and  technical  changes  tend  to 
make  such  re-organization  advantageous. 
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A  brief  survey  of  the  technical  differences  in  the 
manufacture  of  woolens  and  worsteds  is  necessary  to 
a  proper  understanding  of  the  degree  to  which  the  two 
brandies  are  specialized.  Altho  the  worsted  branch 
differs  from  the  woolen  to  some  extent  in  all  the  pro- 
cesses, the  most  marked  differences  occur  in  the  early 
stages  of  manufacture,  i.  e.  in  the  operations  prepara- 
tory to  spinning.  The  spinning  itself  ia  usually  done 
on  different  kinds  of  machines,  the  mule  (spindles) 
being  used  in  making  woolen  yam,  and  cap  spindles  in 
making  worsted  yam.^  The  same  loom  may  be,  and 
often  is,  used  in  weaving  both  woolen  and  worsted 
fabrics,  while  the  dyeing  and  finishing  operations, 
altho  more  elaborate  for  woolen  than  for  worsted  goods, 
have  little  effect  on  the  organization  of  the  respective 
branches. 

The  principal  operation  in  the  preparation  of  scoured 
wool  for  spinning  into  woolen  yarn  ia  ''  carding.^' 
The  carding  machine  opens  up  the  matted  fibres, 
renders  them  light  and  workable,  and  delivers  them  in 
the  form  of  loose  untwisted  ropes,  ready  for  the  spindle. 
The  fibres  when  they  leave  the  card  are  crisscrossed 
in  every  conceivable  direction,  and  are  sp\m  into  yam 
in  this  condition.  The  yam  is  consequently  fuzzy, 
with  nxmiberless  ends  of  fibres  protruding  from  the 
surface.  When  such  yam  is  woven,  the  resulting  fabric 
is  covered  with  a  nap  which  is  often  worked  up  in  the 
finishing  operation  so  as  to  obscure  or  entirely  obliterate 
the  weave,  as  in  broadcloths,  heavy  overcoatings,  and 
blankets. 

The  principal  feature  which  distinguishes  worsted 
from  woolen  yam  is  that  in  the  former  the  fibres  he 
straight  and  parallel,  instead  of  crisscrossed;    hence 

1  In  spianing  wonted  yarn  on  the  "  Freneh  Bystem,"  m  method  which  hai  been 
CBininc  ground  in  the  United  Statee,  mule  epindlee  ere  used. 


Digitized  by  VjOOQ IC 


70  QVABTBRLY  JOURNAL  OF  ECONOMICS 

they  have  to  be  "  combed,"  an  operation  more  com- 
plicated than  carding.  In  fact,  most  wool  has  to  be 
carded  before  the  long  series  of  combing  operations 
begins.  The  wool  is  then  passed  through  "  gill  boxes  " 
which  gradually  straighten  out  the  fibres  and  lay  them 
parallel.  They  are  then  sent  through  the  ''  combing 
machine  "  proper,  the  main  object  of  which  is  to  separate 
the  short  fibres  from  the  long.  The  short  fibres  are 
called  "  noils  "  and  are  a  valuable  by-product  from  the 
worsted  standpoint,  inasmuch  as  they  may  be  recarded 
and  spun  into  woolen  yarn.  The  long  fibres  of  combed 
wool  are  delivered  in  thick  strands  called  ''  tops,"  an 
item  that  has  occupied  a  conspicuous  place  in  tariff 
discussion  of  recent  years. 

But  even  in  the  form  of  tops  the  wool  is  not  yet  ready 
for  spinning;  it  has  to  be  "  drawn,"  i.  e.  passed  through 
a  series  of  machines  which  gradually  draw  out  and 
attenuate  the  "  sliver  "  until  it  is  an  already  partially 
spun  thread.  Not  until  this  operation  is  completed 
is  the  wool  ready  for  the  spindle  which  imparts  the 
twist.  Since  the  fibres  he  parallel  there  are  few  ends 
which  protrude  from  the  surface  of  the  yam,  and  when 
woven  the  resulting  fabric  has  a  smooth  surface  with 
very  little  nap,  as  in  the  case  of  the  well  known  worsted 
trouserings,  in  which  the  weave  shows  clearly.  Meagre 
and  incomplete  as  this  description  is,  it  is  sufficient  to 
indicate  the  marked  differences  between  the  woolen 
and  worsted  processes. 

In  the  United  States  the  woolen  industry  may  be 
said  to  have  begun  when  the  country  was  first  settled, 
whereas  the  worsted  industry  did  not  become  established 
imtil  the  Civil  War.  In  1860  there  were  but  three 
establishments  making  worsted  goods;  since  that  time, 
however,  the  development  has  been  phenomenal, 
until  in  1900  the  production  of  worsted  goods  exceeded 
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in  value  the  production  of  woolen  goods.  Since  that 
date  the  rapid  progress  of  the  worsted  branch  has 
continued  unabated,  while  the  woolen  industry  has 
barely  held  its  own.  In  1909  the  value  of  products  of 
worsted  mills  was  $312,625,000  and  of  woolen  mills 
$107,119,000.  In  Massachusetts  alone  the  worsted 
manufacture  increased  from  $51,974,000  in  1904  to 
$106,099,000  m  1909;  and  in  the  same  time  the  woolen 
manufacture  decreased  from  $44,654,000  to  $32,217,000. 

As  for  the  distribution  of  the  two  branches  in  the 
United  States,  worsted  mills  are  much  more  localized 
than  woolen.  Woolen  mills  exist  in  nearly  every 
state  of  the  Union;  worsted  mills  existed  in  only  twelve 
states  in  1904.  The  three  leading  states  in  woolen 
manufacturing  produce  only  57  per  cent  of  the  total 
output  of  the  coimtry;  the  three  leading  worsted  states 
turn  out  75  per  cent  of  the  total.  In  Massachusetts, 
Lawrence  produces  at  least  half  of  the  total  worsteds 
for  the  state;  and  in  Rhode  Island  and  Pennsylvania 
the  cities  of  Providence  and  Philadelphia,  with  their 
outlying  districts,  produce  much  more  than  this  pro- 
portion of  their  respective  state  totals.  likewise,  in 
New  Jersey,  Passaic  stands  pre-eminent  in  the  worsted 
manufacture;  in  New  York,  Jamestown;  and  in  Ohio, 
Cleveland.  In  the  woolen  branch,  on  the  other  hand, 
no  dty  or  limited  district  predominates,  with  the 
possible  exception  of  Philadelphia;  and  even  in  that 
city,  if  carpet  mills  and  spinners  of  carpet  and  hosiery 
yarns  are  eliminated,  the  concentration  would  probably 
not  be  so  marked  as  one  might  expect.  The  reasons 
for  the  greater  localization  of  the  worsted  branch  will 
appear  in  the  discussion  of  specialization  below. 

The  most  interesting  difference  between  the  organiza- 
tions of  these  two  branches  of  wool  manufacture  is  the 
higher  degree  of  specialization  in  the  worsted  than  in 
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the  woolen.  The  typical  woolen  mill  performs  every 
step  in  the  manufacturing  process:  it  scours,  cards, 
spins,  weaves,  and  finishes.  The  ordinary  worsted  mill, 
however,  performs  only  one  or  two  of  the  important 
processes.  Wool  scouring  is  done  to  some  extent  in 
a  separate  set  of  mills,  but  most  spinning  mills  scour 

Worsted  Mills  Classified  Accordino  to  Opbrationb  Pebtormbd^ 


CUasifioation 


Number 


1900 


1904 


Per  oent  of 
Total 


1909     1904 


EBtablisbments.  total*  

Combing  MaehinM,  total . 

Spindles,  total 

Looms,  total  


Ertablishments  that  oomb  only . 
Combine  machines 


Establishments  that  oomb  and  spin . 

Combing  maohines 

Spindles  


Establishments  that  spin  only.. 
Spindles 


Establishments  that  oomb,  spin,and  y 

Conning  machines  

Spindles    

Looms 


Establishments  that  spin  and  weave.. 

Spindles 

Looms 


Looms. 


its  that  weave  only.., 


324 

1.925 

1,995.622 

45.270 

4 
61 

60 

683 

517.619 


163.096 

45 

1.181 

1.138.361 

27,769 

42 

176,546 

5.490 

184 
12.011 


Mi^^^nimiiu  establiahmeints... 


226 

1.312 

1,216,930 

80,910 

2 
25 


584 

875,643 

14 
61,928 

36 

708 

710,717 

20.963 

23 

68.642 

2.578 


91 
7,369 


100.0 
100.0 
100.0 
100.0 

1.2 
3.2 

18.5 
35.5 
25.9 

11.7 
8.2 

13.9 
61.3 
57.0 
61.4 

13.0 
8.9 
12.1 

41.4 
26.5 


100.0 
100.0 
100.0 
100.0 

a9 

1.9 

26.1 
44.5 

80.9 

6.2 
5.1 

15.9 
53.6 
58.4 
67.8 

10.2 
5.6 
8.4 


28.8 


0.8       a4 


>  This  table  and  the  one  on  the  following  page  wen  oompiled  wider  the  supervlston 
of  the  writer  while  connected  with  the  Bureau  of  the  Census.  Permission  to  use  them 
in  this  place  has  been  granted  by  the  Director  of  the  Census. 

s  An  "  establishment,"  acoording  to  the  Census  Bureau,  is  a  mill,  or  set  of  mills,  in 
one  locality  under  conmwn  ownership  and  operated  as  a  single  plant,  with  one  set  of 
bookh 
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WoouBN  MiLii9  CL/L8ainBD  AccoBDmo  TO  Ofbrations  Pubfobmbd 


Number 


1909 


1904 


Pw  cent  of 
Total 


1909 


1904 


EetoMiahmento,  total »  

Spinhlea,  total 

Looms,  total 

BrtaMiahmenta  that  apin  only 

Spindlas 

EitablJflbments  that  spin  and  weave 

Qpindka 

Loomti 

EataMiahTnunti  that  weave  only 


687 

1,057,572 

27.262 

85 
167,278 

450 

1,390.294 

26,738 

10 
524 

42 


792 

2.011,493 

82.957 

104 
246.880 

612 

1,764.613 

31,614 

23 
1.848 

53 


100.0 
100.0 
100.0 

14.5 
10.7 

76.6 
89.3 
98.1 

1.7 
1.9 

7.2 


100.0 
100.0 
100.0 

13.1 
12.8 

77.8 
87.7 
95.9 

2.9 
4.1 

6.7 


their  own  wool,  and  in  this  respect  there  is  but  little 
difference  between  woolen  and  worsted  mills.  More- 
over, in  both  branches  the  finishing  is  also  as  a  rule 
done  in  the  mills  that  weave  the  cloth. 

It  is  in  the  intermediate  processes  that  specialization 
exists  in  the  worsted  branch.  Thus,  one  set  of  mills 
is  engaged  in  combing  and  spinning  only,  or  spinning 
alone,  while  another  set  is  engaged  solely  in  weaving. 
However,  a  few  worsted  mills,  —  and  these  compara- 
tively large  ones,  —  perform  all  three  of  the  cardinal 
processes  of  combing,  spinning,  and  weaving.  The 
Census  Bureau  has  had  compiled  two  tables  which 
show  the  degree  of  specialization  in  the  two  main 
branches  of  the  industry.  They  show  the  number  of 
mills  engaged  in  each  of  the  principal  processes  of 
manufacture,  together  with  their  capacity  as  measured 
by  the  number  of  combs,  spindles,  and  looms. 

1  An  '*  eetabliahmeat,"  acoording  to  the  Census  Buxeaa.  is  a  mill,  or  set  of  mills,  in 
one  looali^  onder  common  ownenhip  and  operated  as  a  sinde  plant,  with  one  set  ol 
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Of  the  324  worsted  mills  reported  in  1909  only  45,  or 
13.9  per  cent  of  the  total,  were  engaged  in  performing 
every  operation;  four  did  combing  alone,  60  combined 
combing  and  spinning;  and  134,  or  41.4  per  cent  of 
the  total,  did  only  weaving.  A  glance  at  the  woolen 
mill  table  shows  that  of  the  total  of  587  mills,  450,  or 
76.6  per  cent  performed  both  operations  of  spinning 
and  weaving,  leaving  85  that  spim  only  and  10  that 
did  only  weaving.  (It  must  be  remembered  that  there 
is  no  combing  in  the  woolen  process.)  These  figures 
suffice  to  show  the  greater  degree  of  specialization 
in  worsted  mills  than  in  woolen  mills.  But  explana- 
tion of  some  of  the  items  will  demonstrate  that  the 
differences  between  the  two  branches  are  even  more 
marked  than  the  figures  seem  to  indicate. 

In  comparing  the  proportion  that  each  class  of  worsted 
mills  formed  of  the  total  for  the  years  1904  and  1909, 
it  will  be  seen  that  in  each  case  where  only  one  operation 
is  performed,  the  per  cent  of  the  total  increased.  This 
is  especially  noticeable  in  the  case  of  spinning  mills 
and  weaving  mills.  In  each  class  where  two  or  more 
operations  are  combined,  the  proportion  of  the  total 
diminished,  with  one  exception,  —  that  of  mills  which 
combine  spinning  and  weaving, — where  the  number 
increased  from  23  to  42  and  the  proportion  from 
10.2  per  cent  to  13.0  per  cent.  The  explanation  of 
this  increase  is  that  many  mills  originally  equipped 
with  woolen  machinery  have  changed  over  to  the 
weaving  of  worsted  goods.  Looms  intended  for  the 
weaving  of  woolen  fabrics  may  be  used  in  weaving 
worsteds,  as  mentioned  above,  but  woolen  spindles 
cannot  be  utilized  in  spinning  worsted  yam;  hence 
these  mills  have  gone  into  the  market  to  buy  worsted 
yam  but  have  continued  at  the  same  time  to  spin 
some  woolen  yam.    If  these  mills  were  eliminated,  or 
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thrown  with  the  mills  that  weave  only,  the  number 
that  both  spin  and  weave  would  have  been  about  the 
same  in  the  two  years,  and  the  proportion  would  have 
fallen  appreciably.  Altho  the  interval  of  time  between 
the  two  census  years  is  short  for  drawing  general  con- 
clusions, the  tendency  toward  a  greater  d^ree  of  spec- 
ialization in  the  worsted  manufacture  is  unmistakable. 

Attention  is  called  to  the  fact  that  altho  only  45  of 
the  324  worsted  mills  reported  in  1909  performed  all 
processes,  they  contained  well  over  half  of  all  the  combs, 
spindles,  and  looms  in  the  industry.  It  might  be 
inferred  from  this  that  the  figures  relating  to  number 
of  establishments  are  misleading  as  a  measure  of  the 
extent  of  specialization.  As  a  matter  of  fact,  these 
46  mills  include  some  very  large  ones,  in  many  of  which 
combing,  spinning,  and  weaving  are  carried  on  in 
separate  buildings,  located  in  close  proximity  to  each 
other.  The  mere  fact  that  they  are  under  a  common 
ownership,  and  are  thus  reported  by  the  census  as  a 
single  establishment,  does  not  mean  that  they  are  any 
less  specialized  than  if  the  various  departments  were 
situated  in  different  localities,  and  owned  by  inde- 
pendent corporations. 

The  existence  of  only  four  combing  mills  in  1909  is 
of  particular  interest,  in  view  of  the  specialization  in 
this  branch  in  foreign  coimtries.  Here  agam  the  figures 
of  the  table  are  somewhat  misleading,  because  a  few 
of  the  very  large  establishments  reported  in  the  table 
as  performing  every  process  make  a  business  of  manu- 
facturing tops  for  the  market  as  well  as  for  their  own 
requirements.  This  explains  how  there  can  be  38 
mills  which  spin  only,  because  obviously  the  four 
combing  mills  with  only  61  combing  machines  could  not 
supply  this  large  number  of  mills  with  tops.  There 
are  also  three  or  four  mills  in  the  United  States  which 
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make  their  principal  business  that  of  scouring  wool, 
but  which  also  do  some  combing  on  commission.  On 
the  whole  it  has  always  been  the  usual  practice  in 
this  country  to  combine  combing  with  spinning.  That 
there  is  a  distinct  tendency,  however,  to  specialize 
in  wool  combing  is  evident  first,  from  the  fact  that  the 
number  of  separate  combing  mills,  altho  still  small, 
is  increasing;  second,  because  the  number  of  spinning 
mills  has  been  increasing  very  rapidly  (from  14  to  38 
in  five  years);  and  third,  because  the  quantity  of  wool 
tops  purchased  by  spinners  increased  from  5,261,000 
pounds  in  1899  to  20,269,000  pounds  in  1909.  The 
table  clearly  shows  that  the  combing  departments  of 
the  large  combined  establishments,  alluded  to  above, 
are  undertaking  this  specialized  top  making  to  a  greater 
extent  than  separate  and  independent  top  nulls, 
because  the  number  of  combing  machines  in  the  mills 
that  combine  all  three  processes  increased  from  703  in 
1904  to  1,181  in  1909,  or  from  53.6  per  cent  to  61.3 
per  cent  of  the  i^spective  totals.  The  proportion  of 
spindles  and  looms,  on  the  other  hand,  decreased, 
indicating  that  these  establishments  must  have  been 
increasing  their  output  of  tops  more  and  more  in 
excess  of  their  own  requirements. 

As  for  the  woolen  branch,  it  must  be  remembered 
that  we  are  dealing  with  an  industry  that  is  declining 
in  number  of  establishments  and  barely  holding  its  own 
in  value  of  products.  It  will  be  observed  that  the 
proportion  of  spinning  mills  has  slightly  increased. 
Of  the  85  such  mills  reported  in  1909,  however,  there 
were  no  less  than  18  or  20  which  spim  only  carpet  yarns, 
and  many  others  which  spim  only  yarn  for  knitting 
mills.  The  fact  that  the  nxmibcr  of  weaving  mills 
declined  from  23  in  1904  to  10  in  1909  is  sufficient 
evidence  that  in  the  manufacture  of  woolen  cloths 
there  has  been  no  tendency  to  increasing  specialization. 
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Another  marked  difference  between  worsted  and 
woolen  mills  is  the  greater  average  size  of  the  former. 
In  1909  there  were  324  worsted  mills,  producing  $312,- 
625,000  worth  of  goods,  an  average  output  of  $963,040; 
there  were  587  woolen  mills  which  produced  goods  to 
the  value  of  $107,119,000,  an  average  output  of  $182,486. 
Worsted  mills  employed  an  average  of  343  wage 
earners  per  establishment;  woolen  only  89.  The 
average  nimiber  of  worsted  spindles  working  together 
was  10,787,  while  the  average  nimiber  of  woolen  spindles 
was  only  2,911.  There  are  comparatively  few  small 
worsted  mills,  while  in  Lawrence,  Massachusetts, 
there  are  three  mills  which  are  among  the  largest  in 
the  world.  On  the  other  hand,  there  are  many  small 
woolen  mills  scattered  throughout  the  country  districts 
the  inclusion  of  which  reduces  the  average  size;  if 
these  were  eliminated  the  disparity  in  size  would  not  be 
so  extreme,  tho  it  would  still  be  marked.  Large-scale 
production  therefore  exists  to  a  much  greater  degree 
in  worsted  than  in  woolen  mills,  a  condition  which  is 
to  be  expected  in  an  industry  which  is  highly  specialized; 
in  fact  the  reasons  underlying  specialization  largely 
accoimt  for  the  varying  size  of  producing  imits. 

Another  feature  of  the  organization  of  the  industry  is 
the  existence  of  what  has  been  referred  to  above  as 
horizontal  specialization.  In  the  worsted  branch  it  is 
the  rule  for  weaving  mills  to  specialize  on  particular 
kinds  of  fabrics.  One  mill  makes  only  serges  for  men's 
wear;  another,  fancy  worsteds;  a  third,  light-weight 
worsteds  for  women's  wear.  Even  in  the  manufacture 
of  a  particular  class  of  fabrics,  mills  may  be  further 
subdivided  according  to  the  quality  of  goods  produced, 
or,  what  amounts  to  the  same  thing,  the  quality  or 
fineness  of  yams  used.  Still  other  mills  devote  their 
energy  exclusively  to  the  manuf actiu*e  of  cotton-warp 
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goods.  It  is,  of  course,  common  for  a  mill  to  turn  out 
different  kinds  of  fabrics  and  different  qualities  of  the 
same  fabric,  but  in  general  it  may  be  said  that  there 
is  in  this  respect  a  marked  degree  of  specialization  in 
the  worsted  manufacture.  Conditions  are  diff^ent 
in  the  woolen  branch;  specialization  in  fabrics  is  not 
so  common.  Woolen  goods  are  of  such  endless  variety 
that  there  are  few  staple  or  standard  fabrics  in  the  trade. 
Each  mill  turns  out  various  grades  of  goods  and  uses 
various  combinations  of  different  kinds  of  wool,  and 
of  mixtiu-es  of  wool  with  shoddy  and  cotton.  Only 
when  woolen  goods  are  manufactured  on  a  very 
large  scale,  as  in  the  case  of  the  American  Woolen 
Company,  is  it  possible  to  allow  a  single  mill  to  work 
exclusively  on  one  class  or  on  a  narrow  range  of  fabrics. 
The  practice  of  carrying  out  this  "  plant  specialization  " 
to  the  uttermost  extent  is  an  important  feature  of  the 
American  Woolen  Company's  organization. 

Before  inquiring  into  the  reasons  for  the  different 
degrees  of  specialization  in  the  two  branches,  let  us 
compare  the  organization  of  the  industry  in  the  United 
States  with  that  in  Europe.  In  England,  where  the 
wool  manufactiu*e  has  reached  the  highest  develop- 
ment, we  find,  as  in  this  country,  the  two  distinct 
branches,  woolen  and  worsted.  The  worsted  branch, 
instead  of  being  of  recent  development  as  in  the 
United  States,  is  old,  and  it  became  subjected  to  the 
factory  sjrstem  before  the  woolen  branch.^  Until 
shortly  before  the  industrial  revolution,  the  worsted 
trade  was  concentrated  in  and  about  Norwich  in  the 
East  of  England,  where  it  had  been  in  existence  for 
centuries.  Since  the  advent  of  the  factory  system, 
however,  the  industry  has  all  but  disappeared  from  the 

1  Clupham;  Eeonomio  Journal,  voL  xri*  p.  617.  I  am  indebted  to  VttAtmm 
dapbnm  for  mueh  of  my  material  on  the  organiiation  of  the  induetry  abroad. 
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East  of  England  and  has  become  concentrated  in  the 
West  Riding  of  Yorkshire.  There  Bradford,  Leeds, 
Huddersfield  and  the  neighboring  cities  constitute  the 
leading  wool  manufacturing  center  in  the  world.  So 
far  as  the  worsted  branch  is  concerned,  this  section  has 
almost  a  monopoly  in  England;  of  the  2,823  combing 
machines  in  the  United  Kingdom  in  1904,  all  but  280 
were  in  the  West  Riding.^  The  woolen  trade  is  also 
heavily  concentrated  in  this  district,  altho  there  are 
many  mills  in  Scotland,  Ireland,  the  West  of  England, 
and  other  sections,  —  a  condition  corresponding  to  the 
relative  distribution  of  the  two  industries  in  the  United 
States. 

As  for  specialization,  the  same  in  general  is  true  in 
England  as  in  the  United  States:  the  worsted  manu- 
facture is  subdivided  into  its  various  processes,  while 
the  woolen  manufacture  is  marked  by  combined 
businesses.  But  in  both  branches,  especially  the  worsted, 
specialization  is  carried  further  than  in  the  United 
States.  In  the  worsted  branch  there  are  two  types  of 
independent  mills  which  exist  to  a  very  limited  extent 
in  this  country  —  combing  mills,  and  dyeing  and 
finishing  establishments.  We  have  seen  that  in  the 
United  States  it  is  the  custom  for  spinners  either 
to  comb  their  own  wool,  or  to  buy  their  tops  from  large 
mills  which  make  them  in  excess  of  their  own  require- 
ments. In  England,  altho  some  combing  is  done  in 
combined  establishments,  the  great  bulk  of  it  is  per- 
formed in  a  separate  set  of  factories  called  ''  top  mills," 
which  usually  comb  wool  on  commission  for  spinners 
or,  more  commonly,  for  merchants,  —  the  so-called 
*'  top  makers."  Furthermore,  it  is  unusual  for  a 
worsted  spinning  or  weaving  mill  to  dye  or  finish  its 
own  goods.    Whether  the  wool  be  dyed  "  in  the  yam," 

,  Wookn  tad  Wonted  IndiNtiiBs.  p.  SO. 


Digitized  by  VjOOQ IC 


80  QUARTERLY  JOURNAL  OF  ECONOMICS 

or  "  in  the  piece,"  it  is  generally  done  on  commission 
by  a  separate  set  of  establishments.  The  principal 
dyeing  and  finishing  plants  are  combined  into  the 
Bradford  Dyers'  Association,  which  Professor  Clapham, 
in  his  The  Woolen  and  Worsted  Industries  characterizes 
as  ''  probably  the  most  successful  of  British  industrial 
combines."  ^  In  the  United  States  it  is  the  almost 
universal  custom  for  wool  manufacturers  to  dye  and 
finish  their  own  goods,  altho  there  are  a  few  yam 
dyers  who  do  business  in  a  small  way,  especially  in 
Philadelphia,  where  specialization  has  been  carried 
further  than  anywhere  else  in  the  country.* 

The  most  interesting  and  important  difference^ 
however,  is  the  existence  of  the  highly  specialized 
wool-combing  branch,  which  has  always  existed  in  the 
worsted  trade  in  England.  The  combing  of  wool, 
altho  at  first  blush  appai-ently  simple,  is  one  of  the 
most  difficult  and  intricate  of  the  processes  of  wool 
manufacture,  and  it  was  the  last  to  be  taken  over  by 
machinery.  Mechanical  combing  was  not  perfected 
until  between  1842  and  1853  as  a  result  of  the  inven- 
tions of  Lister,  Heilmann,  Donisthorpe,  Holden,  and 
Noble.  Prior  to  that  time  practically  all  combing  was 
done  by  hand,  which  undoubtedly  accounts  for  the 
non-existence  of  the  industry  in  the  United  States 
prior  to  1860.  This  country  has  never  paid  much 
attention  to  the  manufacture  of  combing  machines 
except  such  as  are  suitable  for  the  manufacture  of 
carpet  yarns,  and  even  today  about  eighty  per  cent  of 
those  in  use  in  the  worsted  industry  are  of  foreign 
manufacture. 

Inasmuch  as  combing  was  already  a  separate  occupa-^ 
tion  in  England,  and  had  been  for  centiuies,  it  was  only 

i  p.  151. 

•  The  indoitry  reported  as  *'  dyeing  end  flnfehlng  "  in  the  eeneue  reports  ie  oom- 
poeed  principally  of  miUe  which  dye,  blench,  print,  and  llniah  gooda  for  the  cotton  trade^ 


Digitized  by 


Google 


WOOLEN  AND  WORSTED  INDUSTRY  81 

natural  that  it  should  have  continued  so  when  it  became 
subjected  to  mechanical  manipulation.  Furthermore^ 
some  of  the  inventors  of  combing  machines,  after  success- 
fully staving  off,  through  litigation,  infringement  and 
usurpation  of  their  patents,  established  top  mills  and 
worked  their  own  combs  on  commission  for  spinners. 
The  firm  of  Isaac  Holden  and  Sons,  which  has  large  comb- 
ing mills  in  Bradford,  as  well  as  on  the  Continent,  is  a 
case  in  point.  To  this  day,  Holden  combs  are  confined 
almost  exclusively  to  these  mills.  Professor  Clapham 
assigns  as  further  reasons  for  the  existence  of  a  special- 
ized wool  combing  industry  in  England  the  greater 
economy  due  to  the  specialized  knowledge  of  managers 
and  foremen  in  this  delicate  and  complicated  series  of 
processes;  the  possibility  of  running  combing  mills 
both  day  and  night;  and  the  growing  practice  among 
spinners  of  buying  tops  instead  of  wool.  The  tendency 
in  England  is  toward  greater  specialization  in  this 
branch  of  the  industry,  and  there  have  been  a  number 
of  instances  in  Yorkshire  of  late  years  where  combined 
combing  and  spinning  plants  have  split  apart. 

In  the  woolen  trade  in  England  specialized  spinning 
and  weaving  plants  are  comparatively  scarce,  and  while 
it  is  the  general  rule  for  woolen  mills  to  do  their  own 
dyeing  and  finishing,  many  have  this  work  done  on 
commission,  as  in  the  worsted  trade.  It  is  in  this 
respect  that  the  woolen  trade  may  be  said  to  be  more 
highly  specialized  in  England  than  in  this  country. 
There  are  a  few  specialized  English  woolen  spinning 
plants,  but  they  have  been  declining  in  number,  and 
many  of  those  that  still  exist  make  yarns  for  carpet  and 
knitting  mills,  rather  than  for  weavers  of  woolen  cloths; 
a  condition  analogous  to  that  in  the  United  States. 

On  the  Continent  there  is  the  same  difference  in 
organization  between  the  two  branches.    In  France 
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worsteds  predominate  over  woolens  to  a  marked  degree; 
in  1904  the  proportion  of  worsted  to  woolen  spindles 
was  roughly  as  six  to  one.  The  industry  is  highly 
centralized,  tho  not  to  the  same  extent  as  in  England. 
Its  headquarters  are  at  Roubaix-Toiu'coing  on  the 
Bel^an  border  near  Lille,  this  district  performing 
over  80  per  cent  of  the  combing  and  about  half  of  the 
spinning  and  weaving  for  the  whole  country.  The 
tendency  is  towards  greater  specialization  and  localiza- 
tion. In  and  about  ReimS;  the  second  most  important 
worsted  section,  there  was  but  one  mill  in  1904  that 
combined  spinning  and  weaving,^  and  this  subdivision 
of  processes  is  typical  of  the  other  worsted  sections. 
The  woolen  trade  is  much  more  scattered,  and  is  not 
marked  by  specialization. 

An  interesting  feature  of  the  industry  in  France  is 
the  existence  of  an  active  future  market  in  tops  at 
Roubaix  where  this  commodity  is  bought  and  sold  for 
speculative  purposes.  This  is  the  only  form  from  raw 
state  to  finished  cloth  in  which  wool  may  be  sufficiently 
standardized  to  be  dealt  in  speculatively;  but  even  in 
the  case  of  tops  there  is  much  opportunity  for  "  mixing 
in "  inferior  wools  which  defy  detection,  and  con- 
sequently abuses  have  crept  in.  There  has  been 
criticism  of  the  operations  of  the  Roubaix  top  market, 
but  a  movement  to  abolish  it  a  few  years  ago  resulted 
only  in  a  tightening  of  the  legal  regulations.  A  similar 
market  exists  in  Belgium  at  Antwerp,  and  there  was 
formerly  one  at  Leipdc  which  was  abolished  in  1899 
by  the  German  Government  at  the  request  of  the 
trade. 

In  Germany  the  conditions,  so  far  as  specialization  is 
concerned,  are  about  the  same  as  in  France  and  England. 
The  worsted  branch  shows  the  greater  development 

I  CUikham.  Woolen  aad  Wonted  Induitriee,  ^  296. 
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during  recent  years^  and  this  is  made  up  of  separate 
combing;  spinning,  and  weaving  mills.  Combing  and 
spinning  are  sometimes  combined,  but  spinning  and 
weaving  very  rarely.  The  industry  is  not  yet  full- 
grown,  because  it  has  never  been  able  to  spin  enough 
yam  to  supply  the  weaving  mills;  consequently  large 
quantities  of  worsted  yarn  are  imported  from  England, 
a  fact  which  helps  to  miake  spinning  a  separate  business 
in  both  countries.  The  industry  is  not  concentrated 
in  any  one  locality  as  in  England  and  France  but  has 
four  or  five  principal  wool-combing  "  centers,"  about 
which  the  rmUls  are  segregated,  much  as  in  the  United 
States.  The  woolen  trade  is  not  as  specialized  as  the 
worsted,  altho  in  1897  only  half  the  woolen  yam  used 
was  spun  in  combined  spinning  and  weaving  mills  ^ 
thus  showing  a  much  higher  degree  of  specialization 
than  in  the  United  States.  The  prevalence  of  an 
extensive  hand-weaving  trade  is  one  reason  for  the 
existence  of  separate  spinning  mills. 

Two  questions  arise  from  this  review  of  the  organ- 
ization of  the  industry  at  home  and  abroad:  first,  why 
is  the  worsted  branch  more  highly  specialized  than  the 
woolen  branch;  and  second,  why  it  is  that  in  the 
worsted  manufacture  combing  has  become  more  highly 
specialized  in  Europe  than  in  the  United  States  ? 
Since  the  reasons  underlying  specialization  largely 
account  for  the  differences  in  relative  size  of  plants 
and  in  the  distribution  of  the  two  branches,  these  two 
features  will  not  be  considered  separately. 

It  will  be  remembered  that  the  main  difference  in 
organization  between  the  two  branches  is  that  in  the 
worsted  manufacture  spinning  and  weaving  are  done 
largely  in  separate  plants,  while  in  the  woolen  they 
are  ordinarily  combined  in  the  same  mill.    In  1906 

>  GUpham,  p.  848. 
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there  appeared  in  the  Economic  Journal  ^  an  article 
by  Professor  Clapham  in  which  he  dealt  with  this  very 
difference  between  the  two  branches,  and  sought 
reasons  therefor.  He  gave  as  his  first  reason  the 
historical  fact  that  the  factory  system  became  estab- 
lished in  the  worsted  branch  a  generation  earlier  than 
in  the  woolen;  that  specialization  existed  even  before 
the  advent  of  the  factory  system;  and  that  mechanical 
worsted  spinning  and  weaving  were  common  while 
woolen  spinning  and  weaving  were  still  a  combined 
household  industry.  It  was  only  natural,  therefore, 
that  worsted  should  have  continued  as  a  specialized 
business,  and  that  the  woolen  process  should  have 
been  taken  over  in  toto  by  factories  when  they  were 
finally  organized.  If  we  attempt  to  apply  this  explana- 
tion to  the  difference  as  it  exists  in  America,  we  find  at 
once  that  it  does  not  apply,  because,  as  has  been  pointed 
out  above,  the  worsted  manufacture  was  practically 
non-existent  before  1860,  and  did  not  become  prominent 
until  after  the  War,  while  the  woolen  industry  had 
existed  since  early  colonial  times,  and  had  been  sub- 
jected to  power  spinning  and  weaving  before  the 
worsted  branch  appeared.  Not  only  is  this  explanation 
inapplicable  to  the  United  States,  but  the  experience 
in  this  country  would  seem  to  indicate  that  it  does  not 
deserve  the  importance  attributed  to  it  as  an  explanar 
tion  of  the  difference  in  England.  Professor  Clapham 
himself  has  modified  his  views;  for  in  his  excellent 
book  on  The  Woolen  and  Worsted  Industries  (1907)  he 
treats  the  historical  fact  as  subordinate,  and  sajrs  in 
speaking  of  the  woolen  branch:'  "mere  tradition 
would  not  have  kept  the  combined  businesses  in 
existence,  had  technical  and  conunercial  considera- 
tions favored  subdivision." 

1  VoL  zri.  p.  610.  •  P.  MO. 
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In  this  later  work,  Professor  Clapham  lays  partic- 
ular emphasis  on  the  external  demand  for  worsted  yam 
as  causing  specialized  spinning  in  England.  Power 
worsted  spinning  started  in  Yorkshire  while  hand 
weaving  was  still  carried  on  in  the  East  of  England, 
causing  a  considerable  demand  for  Yorkshire-spun  yam 
in  that  section.  When  this  demand  subsided  with  the 
disappearance  of  the  weaving  industry  in  the  East, 
an  immense  export  trade  in  worsted  yarn  gradually 
developed,  and  has  continued  in  increasing  quantity 
ever  since;  in  1905  the  exports  of  worsted  yarn  from 
England  were  valued  at  over  $25,000,000.  In  addi- 
tion, there  is  also  a  considerable  demand  for  worsted 
yams  among  knitting  mills.  The  importance  attached 
to  this  explanation  by  Professor  Clapham  is  evident 
from  his  statement  that  ''  it  is  the  continuance  of  this 
external  demand  in  various  forms  which,  more  than 
anything  else,  has  favored  specialization."^ 

Yet  again,  when  we  attempt  to  apply  the  explanation 
to  American  conditions,  we  find  the  external  demand 
for  worsted  yam  to  be  meagre.  There  is  practically 
no  exportation,  and  a  low  tariff  would  undoubtedly 
lead  to  heavy  importations.  There  is  some  demand 
on  the  part  of  hosiery  and  knitting  mills,  but  in  1900 
they  bought  only  10,370,000  pounds,  while  worsted 
mills  purchased  53,327,000  pounds.  Some  of  the 
worsted  spinning  mills  also  provide  yam  to  carpet  manu- 
facturers, but  the  principal  demand  is  from  worsted 
weavers  themselves.  The  existence  of  an  external 
demand  for  yam  does,  of  course,  encourage  separate 
spinning  mills,  and  accoimts  for  specialization  to  a 
certain  extent  both  in  England  and  the  United  States. 
But  there  are  other  considerations  which  are  more 
fundamental,  and  which  would  undoubtedly  cause  a 

1  CbphMB,  Woden  ud  Wonted  Indottiiee.  p.  141. 
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separation  of  the  two  processes  if  there  were  no  external 
demand  at  all.  The  explanation  must  be  sought 
within  the  industry  itself. 

It  is  an  industrial  commonplace  that  a  high  degree  of 
specialization  is  possible  only  where  there  is  a  large 
output  of  and  continuous  demand  for  a  imiform  or 
standard  product.  When  a  mill  makes  a  great  variety 
of  products,  and  especially  when  any  degree  of  individu- 
ality is  necessary  to  success,  specialization  is  rendered 
difficult,  or  even  impossible.  This  very  difference 
exists  between  the  worsted  and  woolen  trades.  A 
large  proportion  of  worsted  fabrics  are  "  staples," 
the  most  important  today  being  the  highly  popular 
"  serge."  Many  large  worsted  mills  operate  on  a  single 
class  of  fabrics  year  in  and  year  out,  and  use  practically 
the  same  kind  and  quality  of  worsted  yam.  There 
are  therefore  standard  grades  of  worsted  yam  constantly 
in  demand.  In  the  woolen  trade  there  are  almost  no 
staple  products.  The  mills  produce  "  fancies,"  and 
the  fabrics  made  by  woolen  mills  have  individual 
characteristics  of  their  own.  The  success  of  the  woolen 
manufacturer  depends  to  a  large  extent  on  the  quality 
and  character  of  the  yam  he  uses,  and  there  are  hardly 
two  woolen  weavers  who  use  yarns  exactly  alike.  The 
blending  of  different  kinds  of  wool  is  an  important  item; 
shoddy  may  be,  and  very  commonly  is,  mixed  with 
virgin  wool  in  making  woolen  yam;  oftentimes  cotton 
is  carefully  mixed  with  wool  in  the  carding  operation. 
All  these  things  require  the  manufacturer's  personal 
supervision,  and  render  it  necessary  for  him  to  spin  his 
own  yarn. 

The  difference  in  the  character  of  the  yams  goes  far 
to  explain  the  absence  of  specialization  in  the  woolen 
trade,  and  the  possibility  of  specialization  in  the 
worsted  manufacture.    It  accoimts  also  in  part  for 
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the  greater  average  size  of  worsted  mills,  and  their 
concentration  within  comparatively  small  areas.  Ho- 
mogeneous and  uniform  output,  with  a  constant  and 
ready  market,  is  always  conducive  to  large-scale  pro- 
duction; while  the  fabrication  of  goods  of  varying 
qualities  and  innumerable  patterns  requires  more 
individual  attention  and  tends  to  ciurtail  the  scale  of 
operations. 

One  reason  that  has  been  urged  for  the  combination 
of  all  processes  in  woolen  mills  is  that  when  they  were 
first  established  in  this  country,  they  were  necessarily 
so  far  apart,  and  transportation  facilities  were  so  poor, 
each  mill  was  obliged  to  perform  every  step.  But 
the  absence  of  any  tendency  toward  subdivision  of 
processes  today,  when  there  are  a  hundred  woolen 
mills  in  Massachusetts  alone,  indicates  the  weakness 
of  this  explanation.  The  fact  is  that  woolen  weaving 
mills  are  practically  forced  to  do  their  own  spinning 
because  standardization  of  woolen  yarns  is  impossible 
and  hence  there  is  no  need  of  their  being  near  to  other 
mills.  In  the  worsted  manufacture,  on  the  other  hand, 
where  the  product  of  one  set  of  mills  becomes  the  raw 
material  of  another,  there  is  ample  reason  why  they 
should  be  concentrated  within  small  areas. 

Conclusive  as  this  reasoning  may  be  for  the  non- 
existence of  specialized  woolen  spinning,  it  does  not 
sufficiently  account  for  the  separation  of  spinning  and 
weaving  in  the  worsted  branch.  Even  tho  worsted 
yams  are  capable  of  standardization,  this  fact  would 
not  prevent  their  being  made  in  a  combined  mill. 
And  this  brings  us  to  more  technical  considerations. 
It  has  already  been  pointed  out  that  the  prepara- 
tory processes  are  more  complicated  in  worsted  than 
in  woolen  spinning.  In  the  latter,  except  for  a  few 
minor  steps,  the  wool  goes  straight  from  the  carding 
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engine  to  the  spinning  mule.  In  the  former  the  wool, 
before  it  is  ready  for  the  spindle,  has  to  go  through 
a  series  of  gill  boxes,  then  through  the  combing 
machine  proper,  then  through  perhaps  a  couple  more 
gill  boxes,  and  finally  through  a  number  of  machines  for 
the  drawing  operation.  There  are  thus  a  number  of 
distinct  steps  in  the  preparation  of  wool  for  worsted 
spinning,  while  wool  destined  for  the  woolen  spindle 
goes  through  but  one.  All  these  operations  require 
careful  supervision  and  concentration  of  energy,  and 
it  follows  that  much  better  results  can  be  obtained  — 
both  as  to  quality  and  economy  —  if  all  are  done 
in  a  separate  establishment,  rather  than  in  a  mill 
where  the  weaving  and  finishing  operations  are  also 
carried  on. 

Furthermore,  the  complicated  nature  of  worsted 
spinning  makes  necessary  a  much  larger  capital  outlay, 
both  because  of  the  additional  machinery  required 
and  the  necessity  of  carrying  larger  stocks  of  wool  and 
other  materials.  Only  large  corporations  have  sufiicient 
capital  at  their  conunand  to  equip  a  worsted  mill 
thoroly  for  performing  every  operation  from  scour- 
ing the  wool  to  finishing  the  cloth  on  a  scale  large 
enough  to  insure  economical  operation.  It  is  interest- 
ing to  note  that  during  the  stagnation  in  the  wool  trade 
in  1911  many  of  the  failures  among  worsted  mills  were 
of  comparatively  small  establishments  which  attempted 
to  carry  on  all  operations  under  one  roof.  To  operate 
a  small  worsted  mill  which  combines  all  operations 
would  be  somewhat  analogous  to  attempting  the 
production  of  structural  steel  from  iron  ore,  in  a  small 
plant.  The  scale  of  operations  possible  in  a  plant 
equipped  with  one  blast  furnace,  a  single  open-hearth 
furnace,  a  small  rolling  mill  and  a  machine  shop  to 
match,  would  never  justify  the  capital  outlay.    This 
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line  of  thought  therefore  furnishes  another  reason  for 
the  greater  average  capacity  of  worsted  mills  than  of 
woolen  mills. 

In  a  worsted  mill  which  combines  all  operations,  the 
amount  of  capital  tied  up  in  the  shape  of  raw  wool 
and  semi-manufactiu^  products  is  an  important  item. 
Various  grades  of  wool  have  to  be  kept  on  hand,  and 
large  quantities  are  constantly  in  process  of  manuf ac* 
ture,  because  sorting,  scouring,  combing,  drawing, 
and  spinning  must  be  carried  on  simultaneously. 
Moreover,  yams  of  different  coimts  and  different  colors 
must  be  kept  in  stock  ready  for  the  weavers.  A  concern 
which  specializes  in  weaving  alone  buys  only  such 
yams  as  it  needs,  and  when  it  needs  them.  The 
spinner  likewise  buys  his  tops  as  the  occasion  demands. 
Neither  is  obliged  to  carry  any  quantity  of  semi- 
manufactured articles,  and  the  consequent  saving 
imdoubtedly  encourages  the  building  of  comparatively 
small  specialized  plants. 

Still  another  reason  for  the  existence  of  specialization 
in  the  worsted  industry  is  the  fact  that  many  worsted 
weaving  mills  use  not  only  different  counts  and  grades 
of  worsted  yam,  but  often  considerable  quantities  of 
cotton,  silk,  and  mohair  yams.  Altho  not  a  fimda- 
mental  reason,  this  practice  on  the  part  of  some  mills 
undoubtedly  encourages  the  purchase  of  worsted  yam 
from  outsiders,  rather  than  the  manufacture  of  it  within 
the  mills  themselves.  As  fabrics  become  more  diversi- 
fied, and  as  competition  increases,  weavers  demand 
a  greater  and  greater  assortment  of  yams,  and  they 
consequently  suffer  an  increasing  disadvantage  if  they 
try  to  do  their  own  spinning.  Even  if  a  manufacturer 
does  combine  spinning  and  weaving,  he  is  often  obliged 
to  seek  in  the  open  market  certain  grades  of  yam  which 
it  does  not  pay  to  produce  in  his  own  mill. 
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One  other  contributing  cause  is  undoubtedly  to  be 
found  in  the  fact  that  many  so-called  worsted  mills 
were  formerly  woolen  mills,  and  that  since  they  could 
use  their  woolen  looms  in  weaving  worsted  fabrics, 
they  naturally  bought  worsted  yam  from  those  already 
in  the  business.  It  is  fair  to  assume  that  when  mills 
equipped  with  woolen  cards,  spindles,  and  looms  have 
abandoned  the  manufacture  of  woolens  and  taken  up 
the  manufacture  of  worsteds,  they  have  done  so  because 
the  woolen  manufacture  had  proved  unprofitable; 
and  it  is  not  likely  that  they  would  have  been  in  a 
position  to  raise  the  large  amoimts  of  capital  necessary 
for  the  installation  of  worsted  combing,  drawing,  and 
spinning  machinery.  The  fact  that  woolen  looms 
may  be  used  in  weaving  worsteds  has  undoubtedly 
saved  many  mills  from  failure  during  the  change  in 
popular  demand  from  woolens  to  worsteds. 

There  are  therefore  abundant  reasons  why  woolen 
mills  should  combine  spinning  and  weaving,  and  why 
worsted  mills  should  devote  themselves  to  one  or  the 
other  of  these  processes.  There  remains  to  be  explained 
the  fact  that  the  worsted  manufacture  has  become  even 
more  highly  specialized  in  Europe,  where  there  exists 
a  separate  set  of  top  mills. 

The  reasons  assigned  by  Professor  Clapham  for  the 
existence  of  a  specialized  top  industry  in  England  have 
already  been  noted,  —  the  pre-factory  organization  of 
the  worsted  industry  when  hand  combing  was  a  separate 
and  important  occupation;  the  exploitation  of  patents 
by  the  inventors  themselves;  the  greater  economy 
resulting  from  specialized  knowledge  of  managers  and 
foremen;  the  possibility  of  running  top  mills  both  day 
and  night;  and  the  growing  custom  among  spinners 
of  purchasing  wool  in  the  form  of  tops  rather  than 
in  the  raw  state.     England  also  has  an  important 
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export  trade  in  tops,  as  well  as  in  yams,  and  this  is 
another  factor  which  tends  to  specialization  in  combing. 
It  will  be  observed  that  the  first  two  reasons  are  his- 
torical, and  that  in  so  far  as  they  account  for  the  separa- 
tion of  combing  from  spinning  in  England,  they  also 
account  for  their  combination  in  the  United  States. 
There  was  no  hand-combing  occupation  in  existence 
in  this  coimtry  when  the  worsted  factories  were  started, 
and  hence  it  was  inevitable  that  the  few  pioneers  who 
risked  their  capital  in  the  early  spinning  mills  should 
comb  their  own  wool.  When  the  future  of  the  worsted 
industry  was  still  problematical,  it  is  unthinkable  that 
either  independent  combing  or  spinning  mills  should 
have  been  established;  since  there  was  neither  a  sure 
market  for  tops  nor  a  certainty  on  the  part  of  spinners 
that  they  could  procure  tops  from  outside  sources. 
The  market  for  worsted  yarn  was  also  uncertain, 
because  even  during  the  seventies,  when  worsted 
suitings  ^  were  being  manufactured  for  the  first  time 
on  a  large  scale,  it  was  the  opinion  of  many  in  the  trade 
that  the  business  was  precarious,  and  that  a  change  of 
fashion  might  cause  the  industry  to  wane.  The  fact 
that  combing  and  spinning  machinery,  as  well  as 
artisans  to  operate  them,  had  to  be  imported  from 
England  also  possibly  encouraged  the  combination  of 
the  two  processes  in  one  mill.  Furthermore,  there 
were  no  American  inventors  of  combing  machines  to 
exploit  their  own  patents,  and  no  foreign  capital 
ventured  into  the  worsted  industry  in  this  country, 
as  it  has  done  in  recent  years. 

These  reasons  explain  the  combination  of  combing 
and  spinning  in  the  early  days  of  the  industry,  and 
the  custom  became  so  firmly  fixed  that  it  has  retarded 

1  Hie  eommon  wonted  ■oitinffi  which  have  become  the  gfeat  etaple  of  the  trade 
wen  Bot  maaufaetured  in  this  country  until  about  1860.  Prior  to  that  time  worsted 
fabriee  consieted  mainly  of  dtem  gooda  for  women's  wear. 
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a  development  which,  for  technical  reasons,  might  have 
begun  earlier.  The  manufacture  of  tops  for  the  open 
market  did  not  begin  in  this  country  until  about  1894 
when  the  Arlington  Mills  of  Lawrence,  Massachusetts, 
ran  their  combs  day  and  night  in  order  to  make  a 
surplus  of  tops  with  which  to  test  the  market.  En- 
couraged by  the  success  of  the  experiment,  by  the 
demand  for  tops  shown  by  the  importation  of  foreign- 
made  tops  under  the  low  twenty  per  cent  duty  of  the 
Wilson  Bill,  and  very  likely  by  the  thought  that  the 
next  tariff  revision  would  render  the  duty  on  tops 
prohibitive  (as  it  had  been  previous  to  1894),  the 
Arlington  Mills  built  a  separate  top  mill  to  provide 
combed  wool  for  worsted  spinners.  In  1898  this  com- 
pany published  a  little  volume  entitled  Tops:  a  New 
American  Industry ,  which  gave  a  description  of  the  new 
mill  and  the  principal  reasons  for  embarking  on  the 
enterprise.  Since  that  time,  as  has  already  been 
pointed  out,  the  trade  in  tops  has  increased  rapidly, 
and  altho  there  were  only  f  om*  independent  mills  in 
1909  which  combed  exclusively,  there  were  a  number  of 
large  factories  like  the  Arlington  Mills  which  operated 
separate  combing  departments  and  made  tops  in  excess 
of  their  own  requirements. 

There  must,  therefore,  be  commercial  and  technical 
reasons,  more  important  than  tradition,  which  account 
for  the  continued  separation  of  combing  from  spinning 
in  foreign  coimtries,  and  for  the  tendency  towards 
greater  separation  in  this  country;  and  these  are  exactly 
analogous  to  the  reasons  already  advanced  for  the 
separation  of  worsted  spinning  from  weaving.  In 
the  first  place,  tops,  even  more  than  worsted  yam,  are 
a  homogeneous  and  staple  product  and  can  be  traded 
in  with  a  fair  degree  of  security,  as  is  shown  by  the 
existence    of    future    markets    in    Europe.    Worsted 
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mills  are  concentrated  in  small  areas  in  the  United 
States;  good  tranefportation  facilities  exist;  and  there 
has  already  grown  up  a  body  of  merchants  to  act  as 
middlemen  between  factories.  Commercial  conditions 
are  therefore  ripe  for  greater  specialization.  Again, 
the  preparatory  processes  are  so  complicated  and  involve 
so  many  separate  steps  that  greater  economy  may  be 
attained  by  splitting  them  in  two  —  combing  in  one 
plant,  and  drawing  and  spinning  in  another  —  just  as 
technical  reasons  have  led  to  a  separation  of  spinning 
and  weaving. 

In  European  countries  keen  competition  has  un- 
doubtedly hastened  the  tendency  toward  separation 
of  combing  and  spinning.  The  margin  of  profit  has 
imquestionably  been  higher  in  the  worsted  industry 
in  this  coimtry  than  it  has  been  abroad,  and  there  has 
not  been  the  same  necessity  for  effecting  the  additional 
savings  which  would  accrue  from  specialized  combing. 
With  a  growing  diversification  of  fabrics  in  recent  years 
there  have  come  into  use  a  greater  variety  of  blends 
of  different  wools,  and  as  the  spinner  has  to  vary  the 
quality  of  his  yams  in  accordance  with  the  varying 
demand  of  the  weaver,  he  must  necessarily  use  different 
qualities  and  grades  of  tops.  To  attempt  to  carry  in 
stock  the  different  wools,  and  to  make  a  small  quantity 
of  this  grade  of  top  and  that  grade,  as  the  occasion 
demands,  would  necessarily  be  expensive.  In  other 
words,  the  spinner  finds  it  cheaper  to  buy  his  combed 
wool  from  top  specialists  than  to  attempt  to  manu- 
facture it  himself.  This  increasing  diversification  of 
the  industry  is  extremely  important  in  its  effect  on 
specialization,  especially  in  Europe.  The  English 
mills  are  not  only  adaptable  to  new  conditions  but  they 
are  continually  devising  new  fabrics  for  their  foreign 
trade.    American  mills  have  not  been  troubled  by 
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foreign  competition  nor  by  a  need  of  holding  foreign 
markets;  consequently  there  has  been  less  diversity 
of  fabrics  and  less  demand  for  a  variety  of  tops  and 
yams.  Competition  at  home,  however,  has  been 
bringing  about  gradually  a  state  of  afifairs  similar  to 
that  abroad,  and  as  the  industry  develops,  and  as  a 
greater  variety  of  fabrics  is  produced,  we  may  look 
not  only  for  a  greater  degree  of  specialization  in  regard 
to  spinning  and  weaving,  but  also  for  a  separate  and 
well  established  wool-combing  branch. 

L.  D.  H.  Weld. 

Uniybbsitt  of  Minnesota. 
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FISHER'S  THEORY  OF  CRISES:  A 
CRITICISM 

SUMMARY 

The  sequ^ice  of  events  leading  up  to  a  cnsis,  05.  —  Interest  as  a 
factor  in  cost  of  production,  96.  —  A  comparison  of  interest  rates  and 
commodity  prices,  97.  —  Two-fold  demand  for  loans  causes  rapid 
rise  of  interest,  98.  —  Increase  in  profits  due  to  lagging  behind  of 
cost  of  production,  101.  —  Disappearance  of  profits  due  to  increased 
cost  of  production,  102.  —  No  automatic  check  to  prosperity  in  rise 
of  virtual  interest  rates,  104. 

The  greater  part  of  the  literature  on  the  subject  of 
crises  is  disheartening  reading  because  of  the  vagueness 
of  the  terms  employed  and  the  care  with  which  the 
crucial  question  is  evaded,  —  what  brings  prosperity 
to  an  end  ?  Professor  Fisher,  however,  in  his  excellent 
book,  The  Purchasing  Power  of  Money j  has  met  the 
issue  squarely  and  has  presented  his  views  in  Ms  usual 
interesting  style.  Hence  his  theories  as  to  the  relation 
between  interest  and  crises  are  worthy  of  careful 
consideration  and  frank  discussion.  The  sequence  of 
events  leading  up  to  the  crisis  he  states  as  follows:  — 

(1)  Prices  rise  (whatever  the  first  cause  may  be;  but  we  have 
chosen  for  illustration  an  increase  in  the  amount  of  gold). 

(2)  The  rate  of  interest  rises,  but  not  sufiBciently. 

(3)  Enterprisers  (to  use  Professor  Fetter's  term),  encouraged  by 
large  profits,  expand  their  loans. 

(4)  Deposit  currency  (Af' )  expands  rdativdy  to  money  (Af). 

(5)  Prices  continue  to  rise,  that  is,  phenomenon  No.  1  is  repeated. 
Then  No.  2  is  repeated,  and  so  on. 

In  other  words,  a  slight  initial  rise  of  prices  sets  in  motion  a 
train  of  events  which  tends  to  repeat  itself.  Rise  of  prices  generates 
rise  of  prices,  and  continues  to  do  so  as  long  as  the  interent  rate  lags 
behind  Us  normal  figure.^ 

In  the  above  scheme,  the  rate  of  interest  figures  in 
two  ways:   because  the  rate  of  interest  lags  behind 

>  FifllMr.  ThB  Purohasiog  Power  of  Money,  ii.  60. 
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prices,  profits  increase  and  loans  are  encouraged;  and 
because  the  rate  of  interest  ceases  to  lag  behind  its 
normal  figure,  the  enlarged  profits  disappear,  loans  are 
discouraged,  and  the  rise  of  prices  is  checked. 

Taking  up  the  first  statement,  that  interest  lags 
behind  prices  in  the  upward  movement,  I  hold  that 
it  may,  on  the  contrary,  take  the  lead.  It  may  be 
well  to  state  that  no  exception  is  taken  to  the  theory 
that  during  a  period  of  prosperity  the  interest  rate 
may  lag  behind  prices  in  the  sense  that  the  relations 
between  debtor  and  creditor  are  changed;  that  the 
rate  of  interest  may  not  rise  sufficiently  to  compensate 
the  creditor  for  the  lessened  purchasing  power  of 
money.*  But  that  is  another  matter.  Professor  Fisher 
in  the  sequence  of  events  just  quoted  is  using  interest 
as  a  factor  in  the  cost  of  production.    He  says:  — 

Among  his  [the  business  man's]  costs  is  interest,  and  this  cost 
will  not,  at  first,  rise.  Thus  the  profits  vciU  rise  faster  than  prices. 
Consequently,  he  will  find  himself  making  greater  profits  than 
usual,  and  be  encouraged  to  expand  his  business  by  increamng  his 
borrowings.' 

The  business  man  concerns  himself  practically  not 
at  all  with  virtual  interest  rates  (that  is,  interest 
expressed  in  commodities).  But  he  is  vitally  interested 
in  the  changes  in  nominal  rates  of  interest.  If  interest 
charges  form  only  a  small  proportion  of  his  cost  of 

1  **  To  all  intentfl  and  purpoaes,  therefore,  when  A  borrows  one  hundred  doUan 
from  B  in  order  to  purohaae,  say,  one  hundred  units  of  a  given  oommodtty  at  one  dollar 
per  unit,  it  may  be  said  that  B  is  virtually  lending  A  one  hundred  units  ci  that  com- 
modity. And  if  at  the  end  of  a  year  A  returns  one  hundred  dollars  to  B,  but  the  price  of' 
the  commodity  has  meanwhile  advanced,  then  B  has  lost  a  fraction  of  the  purohasinc 
power  orifUnally  loaned  to  A.  For  even  tho  A  should  happen  to  return  to  B  the  identi- 
cal coins  in  which  the  loan  was  made,  these  coins  represent  somewhat  leas  than  the 
original  quantity  of  purohasablo  commodities.  Bearing  this  in  mind  in  our  investiga- 
tion of  interest  ntes,  let  us  suppose  that  prices  are  rising  at  the  rate  of  3  per  cent  each, 
year.  It  Is  plain  that  the  man  who  lends  $100  at  the  beginning  of  the  year  must,  in 
order  to  get  6  per  cent  interest  in  purchasing  power,  receive  back  both  $103  (then  the 
equivalent  of  the  $100  lent)  plus  6  per  cent  of  this  or  a  total  of  $103.10.  That  is,  in 
order  to  get  6  per  cent  interest  in  actual  pwrchatino  pawmr,  he  must  receive  a  little 
more  than  8  per  cent  interest  in  money.  The  8  per  cent  rise  of  prices  thus  ought  to. 
add  approiimately  8  per  cent  to  the  rate  of  interest."    Pp.  M-^7. 

•  P.M. 
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production^  a  marked  rise  in  the  rate  would  not  greatly 
affect  his  profits;  but  if  interest  formed  a  large  pro- 
portion of  his  cost  of  production,  even  a  small  increase 
in  the  nominal  rate  would  cut  heavily  into  profits  or 
cause  them  to  disappear  altogether. 

At  any  rate,  putting  interest  rates  and  conmiodity 
prices  on  a  comparative  basis,  their  index  numbers 
show  that  interest  as  a  cost  of  production  in  many 
instances  rises  more  rapidly  than  do  commodity  prices. 
For  example,  it  is  shown  in  Table  I  (below),  before  the 
crisis  of  1883  in  Germany,  credit  accommodations 
which  in  1879  cost  the  business  man  $100.00  would  in 
1880  cost  $114.60;  in  1881,  $110.80;  m  1882,  $122.60; 
and  in  1883,  $109.20.  This  represents  an  increase  in 
interest  charges  of  from  9  to  22  per  cent,  whereas  the 
rise  in  commodity  prices  during  this  period  did  not 
exceed  4^  per  cent. 

An  examination  of  five  crises  in  Germany  and  six 
in  England  does  not  bring  to  light  any  uniform  tendency 
for  interest  as  a  cost  of  production  to  lag  behind  prices. 
Summarizing  the  results  of  Tables  I  and  II,  it  is  found 
that  in  the  eleven  crisis  periods  cited,  in  which  prices 
were  rising,  the  more  frequent  case  was  that  nominal 
interest  rates  rose  more  rapidly  than  prices,  as  fol- 
lows:— 

Interest  rose  more  rapidly  than  prices  in:  — 
The  year  of  the  crisis  11  times  out  of  11 


The  year 

before 

n 

10 

'     "11 

2nd     " 

ii 

7 

'     "11 

3rd      " 

a 

6 

i    u    9 

4th      " 

ti 

2 

'     "    5 

5th      " 

a 

1 

'    "    3 

6th      " 

n 

2 

'     "    2 

7th     " 

a 

0 

'    "    2 

39  times  out  of  54 
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The  explanation  for  the  rapid  rise  in  interest  rates 
is  to  be  found  in  part  in  the  two-fold  demand  for  loans. 
A  rise  in  interest  rates,  ordinarily  speaking,  is  due  to 
an  increased  demand  for  loans.  If  the  increased  pur- 
chasing power  obtained  through  these  loans  were 
wholly  employed  to  increase  the  demand  for  conmiod- 
ities,  as  Professor  Fisher  implies,  prices  might  always 
advance  more  rapidly  than  interest  charges.  But 
there  is,  during  periods  of  prosperity,  a  very  large 
and  growing  demand  for  loans,  which  from  their  use 
can  contribute  only  remotely  if  at  all  to  the  rise  of 
conmiodity  prices.  In  so  far  as  the  stock  exchange 
brings  the  promoter  and  investor  together,  it  does  tend 
to  foster  promotion,  hence  to  increase  the  demand  for 
goods  and  thus  contribute  to  the  rise  of  commodity 
prices.  But  there  is  a  great  mass  of  gambling,  of 
speculative  buying  and  selling  for  local  and  arbitrage 
business,  manipulation  for  purposes  of  control,  and 
the  like,  all  of  which  require  heavy  loans,  and  yet  in 
no  way  does  the  credit  so  employed  contribute  to  the 
movement  of  commodity  prices.  The  demand  for 
loans  for  such  pmposes,  however,  affects  the  rate  of 
interest  as  truly  as  does  demand  for  loans  for  strict 
commercial  enterprises.  I  hold  that  the  relative 
movements  of  interest  and  commodity  prices  during 
these  transition  periods  cannot  rightly  be  interpreted 
without  taking  into  accoimt  this  other  demand  for 
credit,  a  demand  which  often  reaches  enormous  pro- 
portions.^ 

If  the  increase  in  profits  in  many  lines  of  business 
which  follows  a  rise  of  prices  is  not  due  to  the  lagging 
behind  of  interest  rates,  its  origin  must  be  sought 
elsewhere.    Is  it  not  the  lagging  of  the  cost  of  pro- 

1  Cf .  Minnie  Throop  Englaad,  **  Statifiical  inquiry  into  the  influuioe  of  ondit  upon 
tbe  level  of  prioes/'  UniTenity  Sludiee  (Univeni^  of  Nebnaka),  Januuy,  1907. 


Digitized  by 


Google 


FISHER'S  THEORY  OP  CRISES  99 


TABLE  P 
A  Comparison  or  Interest  Rates  and  Commoditt  Prices 

IN  GSRlfANT  FRBCBDINQ  nVE  CrISBS 


lUte  of  DiMount 

Prioei 

Ymt 

Pwoent 

Index  number 

SoeCbew*! 

Index  NomlMr 

1851 

4.000 

100.0 

82.8 

100.0 

1852 

4.000 

100.0 

84.1 

101.6 

1853 

4.197 

104.9 

94.0 

113.5 

1854 

4.359 

109.0 

100.2 

121.0 

1855 

4.075 

101.9 

102.7 

124.0 

1856 

4.933 

123.3 

101.9 

123.1 

1857  crisis 

5.754 

143.8 

107.5 

129.8 

1861 

4.000 

100.0 

97.6 

100.0 

1862 

4.000 

100.0 

101.4 

103.9 

1863 

4.081 

102.0 

103.7 

106.1 

1864 

5.306 

132.6 

106.9 

109.5 

1865 

4.981 

124.5 

101.4 

103.9 

1866  crisis 

6.168 

154.2 

104.0 

106.4 

1868 

4.000 

100.0 

100.8 

100.0 

1869 

4.241 

106.0 

102.0 

101.2 

1870 

4.907 

122.7 

101.6 

100.8 

1871 

4.160 

104.0 

105.0 

104.1 

1872 

4.290 

107.2 

112.0 

111.1 

1873  isrisoB 

4.956 

123.9 

114.3 

113.4 

1879 

3.700 

100.0 

96.8 

100.0 

1880 

4.240 

114.6 

100.8 

104.1 

1881 

4.433 

119.8 

100.1 

103.4 

1882 

4.538 

122.6 

101.0 

104.3 

1883  crisis 

4.041 

109.2 

101.0 

104.3 

1887 

3.408 

100.0 

84.3 

100.0 

1888 

3.321 

97.4 

84.3 

100.0 

1889 

3.671 

107.7 

87.7 

104.0 

1890 

4.519 

132.6 

89.4 

106.0 

1891  crisis 

3.786 

111.1 

90.8 

107.1 

1  TiUe  I  is  preperad  from  Soetbeer*!  Relative  Prices  in  Hunbuis,  and  from  Pel- 
gneve's  Bank  Rate  (p^  167),  from  whioh  tbe  9,ymgfi  daily  rate  of  discount  of  the 
Imperial  Bank  ol  Gknnanjr  is  oomputed. 
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TABLE  IP 

A  COMPABIBON  OF  ImTERBBT  RaTBS  AND 

COMMODTIT  PbICI 

IN 

England 

PRBCBDINa  SIX  CrISBS 

RateofDiflooant 

Prioee 

Year 

L 

■. 

<L 

Index  number 

SMMriMok'e 

Index  u 

1840 

2 

18 

7 

100.0 

74 

100.0 

1860 

2 

10 

1 

83.1 

77 

104.1 

1851 

3 

0 

0 

119.4 

75 

101.3 

1852 

2 

3 

0 

85.6 

78 

105.4 

1853 

3 

13 

10 

150.3 

95 

128.4 

1854 

5 

2 

3 

203.1 

102 

137.8 

1855 

4 

17 

10 

194.7 

101 

136.5 

1856 

6 

1 

2 

241.1 

101 

136.5 

1857 

crisis 

6 

13 

3 

265.2 

105 

141.9 

1858 

3 

4 

100.0 

91 

100.0 

1859 

2 

14 

74.9 

94 

103.3 

1860 

4 

3 

114.6 

99 

108.8 

1861 

5 

5 

167.3 

98 

107.7 

1862 

2 

10 

60.9 

101 

110.9 

1863 

4 

8 

2 

120.9 

103 

113.2 

1864 

7 

8 

0 

200.7 

105 

115.3 

1865 

4 

15 

4 

130.7 

101 

110.9 

1866 

crisis 

6 

19 

0 

190.6 

102 

111.9 

1870 

3 

2 

0 

100.0 

96 

100.0 

1871 

2 

17 

8 

93.0 

100 

104.2 

1872 

4 

2 

0 

132.2 

109 

113.7 

1873 

crisis 

4 

15 

10 

154.5 

111 

114.8 

1879 

2 

10 

4 

100.0 

83 

100.0 

1880 

2 

15 

4 

109.9 

88 

106.0 

1881 

3 

10 

0 

139.1 

85 

102.4 

1882 

4 

2 

8 

164.2 

84 

101.2 

1883 

crisis 

3 

11 

4 

141.7 

82 

98.8 

1887 

3 

7 

0 

100.0 

68 

100.0 

1888 

3 

5 

11 

98.4 

70 

102.9 

1889 

3 

10 

11 

115.8 

72 

105.8 

1890 

crisis 

4 

10 

5 

134.6 

72 

105.8 

1896 

2 

9 

8 

100.0 

61 

100.0 

1897 

2 

12 

8 

106.0 

62 

101.6 

1898 

3 

4 

10 

130.5 

64 

104.9 

1899 

3 

15 

0 

151.0 

68 

111.5 

1900 

crisis 

3 

19 

6 

160.1 

75 

122.9 

1  Table  II  ia  prepared  from  Sauerbeok'a  Relatiye  Prioes  in  Eni^aad,  and  from 
PalsraTe  (p.  Ifi)  whioh  givea  the  annual  aYerase  minimum  rate  of  discount  of  the  Bank 
of  England.  The  jrear  of  lowest  prices  preceding  a  crisis  is  taken  as  the  basic  number 
100  (this  is  true  of  Table  I,  also),  and  varies  from  three  to  nine  yean  before  the  orisia. 
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duction  behind  the  price  of  the  finished  product  that 
gives  rise  to  enlarged  profits  ?  Any  increased  demand 
for  goods  causes  a  rise  of  prices,  but  not  a  uniform  rise 
throughout  the  entire  field  (not  even  when  the  larger 
demand  is  due  to  increased  gold  supplies),  hence  the 
prices  of  finished  products  and  raw  materials,  for 
example,  are  not  uniformly  increased.  Demand  always 
picks  out  specific  commodities,  causes  the  price  of 
these  commodities  to  rise  relatively  to  other  commod- 
ities. The  price  of  raw  materials  in  some  lines  may 
rise  more  rapidly  than  the  price  of  the  finished  product 
and  thus  tend  to  decrease  profits;  the  price  of  the 
finished  product  in  another  line  may  rise  faster  than  the 
price  of  raw  materials  and  a  margin  for  enlarged  profits 
appear.  The  same  is  also  true  of  such  costs  of  produc- 
tion as  rents  and  wages. 

Therefore  it  would  be  as  fitting  to  substitute  for 
interest  in  sequence  2  of  Professor  Fisher's  theory, 
any  other  one  of  the  elements  that  go  to  make  up  the 
cost  of  production  as  to  leave  interest  to  fill  that  place 
alone.  We  could  as  well  say  (1)  prices  rise,  (2)  the 
cost  of  raw  materials  rises  but  not  as  much  as  the 
prices  of  finished  products,  hence  profits  are  large,  and 
(3)  enterprisers  are  encouraged  by  large  profits  to 
expand  their  loans,  and  so  on;  or  we  could  say  (1)  prices 
rise,  (2)  wages  rise,  but  not  as  much  as  prices,  hence 
profits  are  large,  —  and  so  on.  It  is  surely  misleading 
to  ascribe  the  increase  in  profits  resulting  from  an 
enlarged  demand  for  goods  solely  to  the  lagging  behind 
of  interest  charges,  since  any  one  or  all  of  the  factors 
of  cost  of  production  may  be  the  laggard  or  laggards. 

If  it  is  true  that  the  increase  in  profits  during  a  period 
of  rising  prices  is  due  to  the  fact  that  the  cost  of  pro- 
duction does  not  increase  as  rapidly  as  the  price  of  the 
finished  product,  then  Professor  Fisher's  second  prop- 
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osition,  that  the  enlarged  profits  disappear  when 
interest  rates  have  overtaken  prices,  becomes  illogical. 
It  must  be  amended  by  saying  that  the  enlarged  profits 
disappear  when  the  rise  in  the  cost  of  production  has 
overtaken  the  rise  in  the  price  of  the  finished  product. 
I  believe  that  more  light  can  be  thrown  upon  profits 
by  studying  the  relative  movement  of  the  prices  of 
raw  materials  and  finished  products  than  can  be 
obtained  by  comparing  interest  rates  and  prices.  An 
examination  of  trade  reports  from  fifty-three  different 
industries  in  Germany  for  1906/  the  year  before  the 
crisis,  gives  results  as  follows:  26  complain  of  small  or 
reduced  profits;  7  speak  of  a  lessened  demand  for 
products;  11  mention  keen  or  excessive  competition; 
28  refer  to  unsatisfactory  prices,  implying  that  the  price 
of  the  finished  product  cannot  be  pushed  up  to  com- 
pensate  for  the  higher  cost  of  production;  1  cites  the 
high  cost  of  production;  5  complain  of  strikes  or 
labor  troubles,  8  mention  reduction  in  hours  of  labor, 
9  refer  to  a  scarcity  of  labor,  and  25  speak  of  a  rise  in 
wages.  Only  4  mention  the  rise  in  interest  rates, 
while  43  speak  of  the  rise  in  the  prices  of  raw  materials* 
Professor  Fisher  fixes  the  point  at  which  interest 
rates  become  prohibitive,  thus  bringing  prosperity  to 
an  end,  as  the  point  when  the  interest  rate  reaches  its 
normal  figure,  —  that  is,  the  rate  which  would  exist 
were  prices  stationary.'  But  during  a  period  of 
prosperity  comparatively  little  attention  is  paid  to 
the  relation  between  the  rate  of  interest  and  present 
or  past  earnings  of  capital;  but  borrowings  for  new 
and  speculative  undertakings  will  continue  until  the 
rate  of  interest  is  equal  to  or  greater  than  the  expected 
rate  of  future  returns.  This  point  may  be  higher  or 
lower  than  that  set  by  the  normal  rate  of  interest. 

1  Vnm  U.  8.  Monlhly  GonsulAr  And  Tnde  Report%  Joly-Ootober,  1007. 
iP.68. 
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What  of  investors  who  believe  prospectuses  that 
promise  a  return  of  50  per  cent  or  even  75  per  cent! 
Ftofessor  Fisher  overlooks  the  fact  that  promotion 
often  becomes  a  mania  when  he  says:  '^  As  soon  as 
the  interest  rate  becomes  adjusted,  borrowers  can  no 
longer  hope  to  make  great  profits,  and  the  demand  for 
loans  ceases  to  expand/'  ^  Investors  often  keep  on 
hoping  for  large  returns  even  tho  everything  points 
to  low. 

In  addition,  interest  rates  in  many  cases  do  not 
reach  their  normal  figure,  altho  they  may  rise  very 
rapidly  as  a  cost  of  production,  until  after  the  crisis 
is  on,  and  hence  they  cannot  be  the  check  to  prosperity 
that  Professor  Fisher  has  described  when  he  says  that 
^'  rise  of  prices  generates  rise  of  prices  and  continues 
to  do  so  as  long  as  the  interest  rate  lags  behind  its 
normal  figure."  In  other  words,  he  says  that  as  long 
as  virtual  interest  rates  (rates  measured  in  commodi- 
ties) are  abnormally  low,  prosperity  will  continue. 

An  examination  of  Tables  III  and  IV,  which  compare 
nominal  and  virtual  interest  rates  for  various  crisis 
cycles,  reveals  the  fact  that  sometimes  a  crisis  occurs 
even  tho  virtual  interest  rates  are  abnormally  low, 
as  in  1873  in  Germany  and  England,  or  in  1900  in  the 
latter  coimtry.  It  is  found  also  that  prosperity  may 
continue  for  several  years  after  virtual  interest  rates 
are  high,  as  in  the  crisis  of  1883  in  England.  The 
rise  of  virtual  interest  rates  might  be  the  check  to 
prosperity  in  some  cases,  but  in  many  it  clearly  is  not. 
It  is  not  until  after  the  crisis  b^ins  that  there  is  a 
uniform  tendency  for  virtual  interest  to  overtake  the 
nominal.  In  8  out  of  11  crises,  virtual  interest,  during 
the  crisis  year,  is  lower  than  the  nominal  rate;  during 
the  year  Biter  the  crisis,  virtual  interest  is  higher  than 

*  p.  64. 
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the  nominal  in  8  cases  out  of  9.  It  looks  as  if  it  could 
more  properly  be  said  that  the  rapid  rise  of  virtual 
interest  rates  was  due  to  the  stoppage  of  prosperity, 
than  that  the  check  to  prosperity  comes  from  the  rise 
of  virtual  interest  rates. 

TABLE  III 

A  Comparison  of  Nominal  and  VntTUAL  Intsbbst  Ratbs 
IN  Gbbmant^ 

Year  Pw  oent  iln  of  prioM    Nominal  Intonat    Virtual  inlinal 


1854 

6.6 

4.3 

-2.3 

1855 

2.4 

4.0 

1.6 

1856 

-     .8 

4.9 

5.7 

1857  crisis 

5.5 

5.7 

.2 

1858 

-12.8 

4.1 

16.9 

1863 

2.1 

4.1 

2.0 

1864 

3.2 

5.3 

2.1 

1865 

-5.1 

5.0 

10.1 

1866  crisis 

2.4 

6.1 

3.7 

1867 

-1.1 

4.0 

5.1 

1870 

-  .4 

4.9 

5.3 

1871 

3.3 

4.1 

.8 

1872 

6.6 

4.3 

-2.3 

1873  crisis 

2.5 

5.0 

2.5 

1874 

-2.0 

4.4 

6.4 

1880 

4.1 

4.2 

.1 

1881 

-  .7 

4.4 

5.1 

1882 

.9 

4.5 

3.6 

1883  crisis 

.0 

4.0 

4.0 

1884 

-6.6 

4.0 

10.6 

1888 

.0 

3.3 

3.3 

1889 

4.0 

3.6 

-  .4 

1890 

1.9 

4.5 

2.6 

1891  crisis 

1.1 

3.7 

2.7 

1  The  minoi  aigii  in  tha  aaoond  aoliunn  indiralaa  a  fall  of  prioaa.  The  aama  mothod 
of  eomputing  virtual  intanot  ii  employod  in  Tkblea  III  and  IV  that  Phrfaaaoc  FUtm 
haa  and  for  the  eriaia  of  1007  (pa«e  27U,  that  ia.  the  par  oant  of  liae  of  prioaa  ia  aub- 
traotad  from  the  nominal  intereat  rate  to  obtain  virtual  intereat.  The  prioea  and  rataa 
of  thaaa  tablea  are  obtained  from  tlte  aame  aouroea  aa  Tablea  I  and  II  above. 
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TABLE  IV 

A  Comparison  of  Nominal  and  Vibtual  Intbbbst  Rates 
IN  England 

Tear  Fer  cent  rise  of  i»ioM    Nominal  interaal    Viitiud  int«rMl 


1854 

7.3 

6.1 

-2.2 

1866 

-1.0 

4.9 

6.9 

1866 

.0 

6.0 

6.0 

1857  crisis 

4.0 

6.6 

2.6 

1858 

-13.8 

3.2 

16.6 

1863 

2.0 

4.4 

2.4 

1864 

2.0 

7.4 

6.4 

1865 

-3.8 

4.8 

8.6 

1866  crisis 

1.0 

6.9 

6.9 

1867 

-1.8 

2.6 

4.3 

1870 

-2.0 

3.1 

6.1 

1871 

4.1 

2.9 

-1J2 

1872 

9.0 

4.1 

-4.9 

1873  crisis 

1.8 

4.8 

3.0 

1874 

.8 

3.7 

4.6 

1880 

6.0 

2.8 

-3.2 

1881 

-3.4 

3.6 

6.9 

1882 

-1.2 

4.1 

6.3 

1883  crisis 

-2.4 

3.6 

6.0 

1884 

-7.3 

2.9 

10.2 

1887 

-1.4 

3.3 

4.7 

1888 

2.9 

3.3 

.4 

1889 

2.8 

3.6 

.7 

1890  crisis 

.0 

4.6 

4.6 

1891 

.0 

3.2 

3.2 

1897 

1.6 

2.6 

1.0 

1898 

3.2 

3.2 

.0 

1899 

6.2 

8.7 

-2.6 

1900  crisis 

10.3 

4.0 

-6.3 

B  not  intended  to  minimize  the  value  of  a  i 

of  the  relation  between  interest  and  crises.  But  surely 
Ftofessor  Fisher  has  both  exaggerated  the  importance 
and  mistaken  the  nature  of  the  relation  between  the 
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two  when  he  endeavors  ^^  to  show  that  the  peculiar 
behavior  of  the  rate  of  interest  during  transition  periods 
is  largely  responsible  for  the  crises  and  depressions  in 
which  price  movements  end."  The  value  of  his  book 
cannot  be  questioned,  but  its  strongest  features,  I 
believe,  lie  outside  the  field  of  crises. 

Minnie  Thboop  England. 

XJNIVXB81TT   OF  NbBRABXA. 
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THE  ORIGIN  OF  THE  NATIONAL 
CUSTOMS-REVENUE  OF  ENGLAND  ^ 

SUMMARY 

Importance  and  difficulty  of  the  subject,  107.  —  I.  Review  of  cua- 
toms  theories,  108.  —  A  priori  theories  of  customs  origins,  108.  — 
Prise  theoiy  of  Mr.  Hall,  110.  —  Purveyance,  113.  —  Prise  of  mer- 
chants' goods,  113.  —  Prise  commutations,  117. — The  customs  of 
1275,  118.  —  Liater  history  of  the  prise,  121.  — The  chain  of  errors  in 
the  prise  theory,  123.  —  U.  Local  customs,  123.  —  CuOuma  vUUf 
124.  —  Periods  in  the  development  of  local  customs,  125.  —  Medieval 
and  modem  local  customs  compared,  127.  —  Local  customs  not  to  be 
oqianded  into  national  customs,  128.  —  III.  Semi-national  customs, 
1050-1275,  130.  —  Lastage,  130.  —  Scavage,  133.  —  Ancient  wine 
custom,  134.  —  The  prise  of  wines,  136.  —  Beda  priaa,  137.  —  Decay 
of  these  dues,  142.  —  IV.  The  customs  experiment  of  King  John,  143. 
—  The  fifteenth,  143.  —  The  Great  Winchester  Assise  of  Customs, 
144.  —  Failure  of  King  John's  customs  system,  146. —  V.  Conclusion, 
147.  —  Classification  of  customs,  local,  semi-national,  and  national, 
147.  —  Efiforte  to  create  a  national  system,  1275-134^  147.  —  Great 
influence  of  the  local  upon  the  national  system,  148. 

The  problem  of  the  origin  of  the  English  customs- 
revenue  is  one  of  more  than  antiquarian  interest.  The 
subject  forms  an  indispensable  chapter  in  the  history 
of  taxation;  it  has  a  bearing  on  constitutional  history; 

1  U  win  be  eoiiTenient  to  group  at  the  outeet  the  titles  of  the  ehief  books  most 
ftvqueiitly  dted  hereafter,  toflsther  with  the  abbreviations  used: 

Han,  History  of  the  Custom-Revenue  in  England  (1886),  —  HaU,  Gustom-Bevenus. 

Dowen,  History  of  Taxation  and  Taxes  in  England  (1888),  —  Dowen. 

Madox,  History  and  Antiquities  of  the  Exchequer  (1711),  —  Madox. 

Bateson.  A  London  Municipal  Coneotion  of  the  Reign  of  John,  —  Bateson,  English 
Hist.  Rev. 

Calendar  of  Charter  RoUs,  —  Cal.  Ch.  R. 

Calendar  of  Close  RoUs,  —  Cal.  Q.  R. 

Calendar  of  Patent  RoUs.  —  Cal.  Pat.  R. 

RotuU  litterarum  Patentium.  —  Rot  lit  PM. 

Botuli  litteraram  Oausanim,  —  Rot  lit  CI. 

Rotuli  Chartanun,  —  Rot.  Ch. 

The  manusoript  souroes  whioh  I  have  oonsulted  are  as  foUowt.  At  the  Record 
Offlee  in  London:   the  Customs  Accounts  of  the  Exchequer,  King's  Remembrancer 
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and  it  is  of  especial  importance  in  a  study  of  the  de- 
velopment from  the  local  to  the  national  economy  of 
England. 

The  student  of  the  early  history  of  the  customs  is 
beset  by  difficulties  at  every  hand.  There  are  com- 
paratively few  documents  giving  specific  information 
for  the  period  before  1276.  After  that  year  the  de- 
tailed customs  accoimtS;  many  of  which  still  remaini 
were  returned  to  the  Exchequer.  Undated  or  incor- 
rectly dated  documents  add  to  the  confusion.^  The 
lack  of  a  discriminating  nomenclature  at  the  form- 
ative period,  which  is  of  course  to  be  expected,  is  a 
great  drawback  since  it  forces  the  investigator  to 
exclude  scores  of  documents  too  vague  to  be  of 
service. 

I 

Review  of  Customs  Theories 

Difficult  and  obscure  as  is  the  problem  of  customs 
origins,  there  is  no  lack  of  explanatory  theories.  The 
first  group  of  explanations  may  be  designated  a  priori: 
the  need  that  traders  felt  for  protection,  giving  the 
crown  an  opportunity  to  o£fer  its  aid  and  to  collect 

bimiioh,  cited  as  E.  R.  Customs;  the  Wardrobe  Accounts,  dted  as  K.  R.  Accounts; 
the  Pipe  RoUs;  the  Memoranda  RoUs;  and  tlie  Pipe  Rolls  of  the  Bishop  of  Winchsstsr, 
dted  as  Eodesistioal  Commission,  Various. 

At  the  British  Museum:  various  manuscript  coUeotions,  espftcislly  the  Haileian. 

About  20-26,000  Port  Books  (K.  R.  Port  Books)  were  opened  to  the  public  eaily  in 
the  winter  of  1011-12.  By  the  courtesy  of  the  Record  Oifice  officials,  1  was  permitted 
to  examine  these  documents  even  before  they  were  made  generally  accessible.  See 
my  letter  to  the  Athenaum,  November  18,  1011,  p.  626;  and  also  my  Memorandum 
on  the  Port  Books  and  Coast  Bonds  in  the  Public  Record  Office,  of  December  12. 1011. 
privately  droolated  by  the  Royal  Commission  on  Public  Records. 

1  Dowell,  for  instance,  dates  the  Statutum  de  Scaccario  at  1206  (i,  p.  77), 
following  the  statutes  at  Uxgb,  when  it  should  be  put  in  the  eaily  part  of  the 
14th  century.  Likewise  the  documents  printed  in  liber  Albus  are  not  carefully  dated. 
To  Professor  liebermann  (Zeitsohr.  der  Savigny-Stiftung,  V,  1886;  Leges  Anglonim, 
1804)  and  to  Miss  Bateson  (English  Hist.  Rev.,  xvii,  pp.  480-611,  707-730)  not  a  litlla 
is  due  for  test  criticism  and  test  editing. 
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a  toll  therefor ;  ^  the  necessity  of  a  royal  licence  to 
trade,  particularly  to  import;'  and  finally,  the  asser- 
tion that  the  export  tax  was  but  a  part  of  the  general 
system  of  taxing  personal  property.'  It  is  small 
wonder  that  a  critical  scholar  has  sco£fed  at  such 
theorizing/ 

However  well  such  views  may  fit  in  with  the  results 
of  comparative  studies  of  primitive  conditions,  they 
are  obviously  not  so  worthy  of  consideration  as  con- 
clusions whidi  are  based  upon  direct  historical  evidence. 
From  his  study  of  the  documentary  sources,  partic- 
ularly constitutional,  Stubbs  was  well  aware  that 
there  was  something  like  customs  duties  before  1275, 
tho  he  seems  to  have  regarded  the  grant  of  that  year 
as  the  legal  foundation  of  the  English  customs,*  limit- 
ing elsewhere,  nevertheless,  the  application  of  the 
grant.*  The  counterpart  of  this  theory  of  political 
origin  by  parliamentary  sanction  is  that  which  empha- 
sises the  rAle  played  by  the  royal  prerogative,  especially 
the  prerogative  prise.^  This  is  the  chief  contribution 
of  Mr.  Hubert  Hall,  who  apparently  followed  up  and 
elaborated  a  general  statement  made  by  Dowell.* 
This  view  has  gained  most  general  acceptance,*  since 
it  is  the  only  one  resting  upon  an  apparently  adequate 

1  DoweU,  ToL  i,  p.  75. 

•  Hallp  Ciiirtom-Re\r«iue,  yol.  ii,  pp.  70. 91-«i.  Bodin  (Biz  Uvnt  de  1*  IMpubliqiM, 
p.  875)  combined  these  two  elements  of  pennisaion  and  tnoteetion. 

•  Green.  History  of  the  English  People,  voL  i,  p.  828;  Stubbs,  The  Euly  FUn- 
tNPaiMts.  p.  280. 

«  MeKeehnie,  MscnaCwt*.  p.  465n. 

•  The  Early  Plsntacenets,  p.  881. 

•  Constitutional  History  of  England  (ed.  1875),  toL  ii,  p.  688. 
r  Han,  Custom-Reirenue,  toL  ii,  ehape.  iii-^. 

•  Sketeh  of  the  History  of  Tasee  in  England  a876),  toI.  i.  p.  153.  "Toll  .  .  • 
appean  to  haye  originated  in  aifoitiaiy  esaetiotts  from  the  merohanta." 

•  Toot,  Edward  I,  p.  141;  Gardiner.  Students'  History  of  England,  toI.  i, 
p.  811;  Stubbe.  Const.  History  of  England  (4th  ed.),  rol.  ii,  pp.  54»-550  n.;  Medky. 
Const.  History  of  England,  p.  470;  Alton  and  Holland,  The  King*!  Custom,  p.  4. 
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examination  of  the  sources,  and  sufficiently  elaborate 
to  seem  to  take  into  account  all  of  the  facts.  ^  Sir 
James  Ramsay,  however,  has  expressed  a  dissatis- 
faction with  our  present  knowledge  of  early  customs 
history  *  which  must,  indeed,  have  been  felt  by  others. 
My  own  researches  into  the  records,  both  those  long 
open  to  the  public,  and  those  newly  accessible,'  have 
made  it  clear  that  the  evidence  needs  to  be  re-examined 
and  supplemented. 

Two  modem  writers  content  themselves  with 
describing  the  early  history  of  the  customs  as  "  intri- 
cate," "  obscure,"  *  and  "  complicated,"  *  and  an 
earlier  author  goes  so  far  as  to  declare  that  it  is  fruitless 
to  try  to  discover  the  origin  of  the  customs.*  But  it 
is  clearly  recognized  that  there  were  at  the  time  of  the 
Magna  Carta  '^  ancient  and  right  customs  which  are 
referred  to  as  well-known  things."^  It  will  be  the 
task  of  this  paper,  therefore,  to  consider  the  nature  of 
the  ancient  and  due  customs  of  the  twelfth  and  thir- 
teenth centuries,  customs  not  only  "  well-known,"  but, 
when  the  crown  was  attempting  new  levies,  very  much 
cherished.  Before  any  attempt  is  made,  however, 
to  offer  a  new  explanation,  it  will  be  necessary  to 
examine  Mr.  Hall's  accepted  prise  theory. 

By  the  year  1347,  there  existed  for  the  first  time 
all  those  dues  afterwards  forming  integral  parts  of 

>  Mr.  Hubert  Hall,  the  chief  advocate  of  the  priae  theory,  haa  given  me  valuable 
aaaiatanoe  during  the  period  of  my  reaearohea  in  the  Britiah  Record  Office,  and  altho 
I  cannot  accept  the  viewa  cgpreaacd  in  hia  Custom-Revenue,  I  wiah  to  aoknowledge 
the  great  debt  I  owe  him. 

*  Dawn  of  the  Constitution,  p.  314. 
I  See  above,  p.  107,  n.  1. 

«  Medley,  Const  History  of  England,  p.  470. 

>  Maitland,  Const.  History  of  England,  p.  180. 

•  Gilbert,  The  Court  of  Exchequer  (1788).  pp.  214-S15. 
V  Maitland.  Const.  History  of  England,  p.  180. 
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the  ^'  customs  and  subsidies/'  ^  but  for  the  beginning 
of  the  customs  system,  with  which  we  are  specially 
concerned,  it  is  essential  to  go  back  of  this  well-known 
set  of  customs.  This  may  be  conveniently  done  by  a 
consideration  of  four  main  topics:  (a)  the  prise  itself, 
(6)  the  prise  commutations,  (c)  the  customs  of  1275, 
and  (d)  the  later  history  of  the  prise. 

(a)  The  prise.  The  evidence  brought  forward  by 
the  chief  exponent  of  the  prise  theory  is  very  scanty. 
For  the  Anglo-Saxon  period  there  is  confessedly  "  no 
evidence,''  "  But  there  is  a  strong  presumption  from 
the  analogy  of  later  Customs."  *  The  examples  for  the 
later  period  cover  the  reigns  from  Henry  II  to  Edward  II 
and  are  either  orders  to  provide  various  goods  without 
further  specification,  or  where  information  is  definite, 
"  examples  of  purveyance  pure  and  simple."  •  In 
the  chapter  following  that  containing  the  above  refer- 
ences is  a  Chamberlain's  account  of  10  Richard  I, 
in  which  are  cited  "  prises  proper,  or  goods  purveyed 
and  resold  at  a  profit."  *  These  are  three  in  number: 
wine,  wool,  and  com  prises.  The  wine  prise  is  dealt 
with  below.*  The  other  two  examples  are  important 
here.  In  the  original  document  nothing  is  said  about 
the  wool  in  question  being  prise-wool.*    In  case  of  the 

1  Under  ono  or  the  other  of  the  following  cfttegoriee  evexy  artiole  exported  or  im- 
ported by  alien  or  deniien  was  induded  and  taxed: 

Aliena  Deniaene 

CustomB  of  1276.  Customs  of  1275. 

New  oustoma  of  1802-03.  Cloth  eustoms. 

Subsidy  on  wooL  Subsidy  on  wool. 

Tonnage  and  poundage.  Tonnage  and  poundage. 

In  addition  to  these  was  prisage,  due  on  aliens*  wines  imported  till  1301-03,  and  on 
denisens*  wines  imported  till  the  18th  century. 
t  Hall,  Custom-Revenue,  voL  ii,  p.  61. 

•  Ibid.,  yol.  ii,  pp.  04-69.  In  1174-76  aooount  was  made  *'  de  Prists  et  redemptions 
prisonnm  et  sliis  perquisitionibus  tempore  werre.'*    Pipe  Roll,  21  H.  II,  p.  5. 

«  Han,  Custom-Rerenue,  vol.  ii,  p.  83. 

•  See  p.  136. 

•  "  Bt  de  XX^  de  lana  WiBelmi  de  Bolonia  vendita  per  visum  Stephani  Cnssi  et 
Yvenis  Clerici  constabularU  et  PMri  Bat."    BiS.  Pipe  Roll,  No.  44,  memb.  12  b. 
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prise-conii  the  word  ''  captus ''  is  used,  which  clearly 
Indicates  a  seizure  of  the  goods  themselves,^  but  else- 
where in  the  same  document,  '^ capture"  is  made 
from  ^'  the  King's  enemies  "  or  because  of  contraven- 
tion of  the  king's  orders  against  exportation  to  Flanders. 
It  is  probable  that  the  men  of  Rye  who  had  their  com 
seized  by  the  long  were  guilty  of  this  o£Fence,  in  com- 
mon with  the  other  men  of  the  Cinque  Ports.' 

Up  to  the  time  of  Richard  I,  then,  not  a  single  clear 
example  of  the  general  prise  has  been  brought  forward. 
None  the  less  it  behooves  us  to  inquire  if  there  can  be 
found  any  further  valid  evidence  for  regarding  the 
prise  as  a  precursor  of  the  customs.  Is  it  true  that 
the  king  sought  so  rough  and  ready  a  way  of  providing 
for  his  needs,  which  he  later  changed  into  a  great 
financial  system  7 

In  the  interpretation  of  the  documents  bearing  upon 
the  subject,  one  must  clearly  distinguish  between  two 
well-marked  meanings  of  the  word  "  prise."  Failure 
to  do  so  has  marred  much  that  has  been  written  on  the 
subject.  The  two  meanings  are,  on  the  one  hand, 
purveyance  and,  on  the  other,  seizure  of  merchants' 
goods.  Under  these  two  heads,  I  list  the  chief  prises 
found  in  the  thirteenth  century  or  earlier.  The 
following  scheme  indicates  the  distinction  which 
should  be  borne  in  mind:  — 

A.  Purveyance  from  producers:  • 
I.  Irregular:  — 

(a)  Use,  provisions  for  king's  household. 
(6)  Abuse,  (i)  by  king's  servants,  resale  for  profit. 
(2)  by  king's  order,  wool,  etc.,  for  resale. 
II.  Regular:  locally  for  provisioning  castles. 

1  Et  de  Xm*'  et  Xim"  et  XI''  de  BImIo  oapto  ab  iKminibiia  d«  Bu. 

•  MmIoz,  vol.  i.  p.  56611.  a  John). 

*  The  antithMii  of  produotts  and  merahuits  is  obyknirfy  mors  ooareBieni  thaa 
logioaL 
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B.  Priae  of  merchants'  goods:  — 

I.  Irregular:  local  and  foreign  trade  not  differentiated, 
(a)  Use,  (z)  for  wardrobe,  wax,  cloth,  etc. 

(2)  for  butlery,  wine. 
{h)  Abuse,  (z)  excessive  amounts,  non-pa3rment,  delay 
of  payment,  undervaluation,  etc. 
(3)  drawing  the  prise  into  a  custom:  — 
(a')  for  resale,  (b')  for  money  fine. 

n.  Regular:  the  ancient  prises  due  and  accustomed, 
(a)  Foreign  trade,  for  butlery,  prisa  vinorum:  ^  — 

(z)  Pre-recta,  (2)  Recta. 
Q>)  Local  trade. 

Purveyance.  —  This  was  the  ancient  provision  made 
by  the  Idng  (or  a  lord)  for  supplying  himself  and  follow- 
ing with  food  and  other  necessaries,  by  a  seizure  of 
the  goods  desired.  The  history  of  this  institution 
from  the  twelfth  to  the  seventeenth  century  is  well 
known  and  needs  no  further  comment  here,  except 
that  it  was  irregular'  and  sporadic,  and  was  based 
upon  the  household  and  military  needs  of  the  king. 
Whether  the  goods  seized  were  paid  for  depended 
much  upon  circumstances,  tho  legislation  sought  to 
safeguard  the  subject  in  this  respect. 

Prise  of  merchants^  goods.  —  Whilst  general  pur- 
veyance affected  producers,  the  prise  of  merchandise 
touched  chiefly  middlemen;  whilst  the  first  was  chiefly 
for  houshold  use,  such  as  com,  beef,  eggs,  etc.,  the  latter 
was  primarily  for  the  Great  Wardrobe,  and  included 
such  commodities  as  cloths  and  wax,. 

The  earliest  instance  found  of  the  prise  of  merchants' 
goods  comes  from  the  middle  of  the  twelfth  century. 
"  Within  the  term  of  these  three  tides,  the  sheriff 
and  the  king's  chamberlain  are  to  come  to  the  ship 

>  Bdow,  p.  136. 

*  One  form  of  priM  wai  regularly  provided  for,  if  not  regularly  levied:  the  prloe 
whieh  the  oonatable  of  a  castle  could  take  from  the  people  of  the  town  in  which  the  caatia 
waa  aituated.  Ed.  I,  chap.  7. 
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and,  if  there  is  a  vessel  of  gold  or  silver  of  Solomon 
work,  or  precious  stones,  or  cloth  of  Constantinople 
or  of  Regensburg,  or  fine  linen,  or  coats  of  mail  from 
Mainz,  they  shall  take  them  for  the  king's  use,  by 
the  view  and  appraisal  of  the  loyal  merchants  of  London 
and  within  a  fortnight  pay  the  money."  ^  This  docu- 
ment shows  clearly  a  normal  case  of  prise,  not  a  capture 
but  an  appraisement,  not  a  mere  seizure  but  an  official 
purchase.    All  the  articles  were  for  the  king's  use. 

My  table  of  analysis  of  the  prise  has  obviated 
discussion  on  many  points  of  detail,  but  it  is  of  the 
greatest  importance  to  mark  that  local  trade  was  not 
differentiated  from  foreign  trade.  The  irregular  prise 
was  taken  at  fairs,*  good  towns,  and  sea-ports.'  In 
spite  of  what  has  been  said  to  the  contrary,  that  from 
general  purveyance  the  prise  was  "extended  to  the 
case  of  commodities  either  exported  from  or  imported 
into  this  country,"  *  it  is  clear  that  the  prise  on 
merchants'  goods  partook  more  of  the  nature  of   a 

*  A  London  Municipal  Collection  off  the  Reign  of  John,  Bateeon,  E.  H.  R.,  vol.  zvii, 
pp.  496.  490.     (Cf.  Hdhlbaum.  Hans.  Urkundenbuch.  vol.  iii.  f  602.) 

**  Dedens  le  terme  de  ioee  tree  itidea  deit  la  veakunte  a  le  ehamberiang  la  rei  venir 
a  la  nef  e  sa  il  iad  veiaaala  dor  u  darient  del  oure  aalemun  ▼  piera  preciun  v  paiUaa  da 
Goetentinoble  v.  de  Reneaburgh  v  ehainail  v  walebnin  de  Maenoe,  ail  pnndrunt  al  oaa 
le  rei.  par  leagart  a  par  le  pria  daa  leala  marahanta  da  Luadraa,  a  a  quinsaina  randra  lor 
deniera." 

s  Infeng  is  explained  aa  '*  Quite  de  priaea  en  feetea."  Expoaitionea  vooabulorum. 
Red  Book  of  the  Exchequer.  toI.  iii,  p.  1035. 

King  Henry  III,  in  the  30th  year  of  hia  reign  reaarved  for  himadf ,  when  granting 
the  tolls  of  the  fair  of  St.  Ivea.  the  priae  there.  **  SalTia  nobia  at  haradibua  noatria 
priaia  in  eiadem  "  Inundinia  Sanoti  Yvonia].    MS.  Cart.  Had..  68,  i,  (10). 

The  king  alao  granted  in  the  aame  year  to  a  merchant  of  Douay:  '*  quod  negotiari 
pcaeit  per  totum  Regnum  Anglic  faciendo  rectaa  at  debitaa  oonauetudinea.  Ita  quod 
nulla  priaa  fiat  ad  opua  Regie  de  pannaa  aula  ab  inatantlbua  nundinia  Sancti  Botulfi 
anno  etc.  xxz  usque  in  iii  annoa  aequantea."  Pat.  R.,  80  H.  JJI,  m.  4.  Cf.  Hall, 
Custom-Revenue,  vol.  ii,  p.  Sd. 

"  De  priaia  domini  regie  nundinia  et  mereatis  ei  dvltaUbua."  FMition  of  the 
Barons,  1268  (Stubba,  Select  Chartera,  p.  376). 

*  **  And  concerning  Prises  made  in  Fain,  and  good  Towna,  and  in  Porta  for  the 
King*a  great  Wardrobe,  the  Takers  shall  have  their  common  Warrant  under  the  Great 
SeaL"    28  Ed.  I.  chap.  2. 

*  Hall.  Custom-Revenue,  vol.  I,  p.  61.  Cf.  Cunningham,  English  Industry  and 
Commerce  (4th  ed.),  vol.  i,  p.  276. 
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special  tallage  of  merchants,  comparable  with  that 
of  Jews,  than  of  the  nature  of  custom  duties.  It 
resembled  a  tax  on  the  moveables  of  one  class  of  the 
community  rather  than  a  tax  on  articles  of  trade,  and 
certainly  articles  of  foreign  trade  as  such  were  not 
considered  at  all. 

Frequent  reference  was  made  in  the  thirteenth 
century  to  prises  over  and  above  those  that  were 
"  ancient  due  and  accustomed."  ^  This  applied  to 
wines  as  well  as  to  other  commodities.  But  there  is 
no  evidence  to  show  whether  this  was  the  use  or  the 
abuse  of  the  prise.  Freedom  from  either  would  have 
been  a  privilege  of  value. 

By  far  the  greatest  interest  centers  about  the  abuse 
of  the  irregular  or  unsystematic  prise,  by  which  the 
prise  might  have  been  "  drawn  into  a  custom,"  that 
is,  the  prise  might  conceivably  have  become  systematic. 

It  is  well  known  that  Henry  III  was  more  or  less 
a  wine-merchant,  and  that  Edward  I  was  on  the  high- 
way to  become  a  wool-monger.  But  the  crown  could 
never  get  very  far  in  dealings  of  this  kind.  Only 
a  few  conmiodities  lent  themselves  to  such  exploita- 
tion, and  the  king  of  England  never  became  a  mer- 
chant prince.  It  was  in  the  levying  of  a  money  fine 
for  exemption  of  merchandise  from  all  prise  that  the 
uregular  prise  had  some  chance  of  becoming  regular 
or  systematic;  since  a  money  fine  lends  itself  to  syste- 
matic exaction  and  collection.  But  the  only  evidence 
found  of  such  a  development  is  in  section  23  of  the 
Petition  of  the  Barons  in  1258.     From  the  preceding 

1  Tbe  merchants  of  Bordeatix  in  1253-54  nouKd  the  exemption  from  all  prises  over 
and  above  tl|e  ancient  prises  of  wines.  Gal.  Pat.  R. .  H.  III.  vol.  iii,  p.  294.  Likewise 
the  men  of  Bourg-on-the-8ea  received  freedom  in  1254  for  three  years  from  tiae  super- 
prise  on  wines.  Ibid.,  vol.  iv,  p.  881.  In  1266,  the  men  of  Dieppe  were  freed  from 
"  prises,  prests,  and  other  exactions  and  demands,  .  .  .  except  the  king's  due  and 
ancient  prises";  and  the  merchants  of  Labeck  were  given  similar  exemptions,  except 
when  payment  was  immediately  made  to  them.  Cal.  Pat.  R.,  H.  III.  1258-66,  p.  621 ; 
H5hlbaum.  Hans.  Urkundenbuch,  vol.  i,  1 635. 


Digitized  by  VjOOQ IC 


116  QUARTERLY  JOURNAL  OF  ECONOMICS 

clause^  however,  it  is  evident  that  this  had  not  gone 
far,  that  is,  had  not  really  supplanted  the  prise  of 
goods  itself.^ 

The  regular  prises  on  merchants'  goods  were  the 
often  mentioned  ''due  and  accustomed  prises"  which, 
like  the  irregular  ones,  concerned  local  as  well  as  foreign 
trade.  The  only  article  prised  thus  in  foreign  trade  was 
wine. 

The  regular  prise  in  the  local  trade  was  either  a  tax 
C  custiuna  ville'O  on  local  trade  paid  in  kind,  with 
which  the  crown  was  usually  not  directly  concerned, 
or  a  prise  for  the  upkeep  of  a  castle.  Examples  of  the 
former  class  are  to  be  foimd  in  Sandwich,*  Lynn,' 
Berwick,*  and  Chester,*  and  of  the  latter  in  Worcester,* 
and  Bristol.^  The  prise  of  the  second  class  is  further 
clearly  set  out  for  Newcastle,'  and  indeed  was  regarded 
as  a  perfectly  general  right   in    1317,'  and  in  the 

>  f  22.  The  king's  taken  of  priaea  in  fain,  markets,  and  towns  aie  to  be  wesonable, 
and  take  only  for  the  ki  ng's  use.  Complaint  is  made  that  they  take  two-  and  thne-f old 
more  than  needed,  and  that  they  take  for  their  own  use  and  for  their  friends,  and  even 
sell  a  part. 

I  23.  "  Item  oonquenmtur  quod  dominus  res  de  prisis  nnllam  fere  faeit  paoa^ 
tionem,  ita  quod  plures  meroatores  de  regno  Angliae  ultra  modum  depauperentur,  ei 
alii  mercatoree  extranei  ea  oooasione  subtrahunt  se  de  veniendo  in  terram  istam  eom 
euis  meroibus,  unde  tern  magnam  inoutrit  Jacturam."  Stubbs,  Seleet  Chartera, 
pp.  37<V-377. 

s  MS.  K.  R.  Customs,  157/12  (Ed.  I).  Port  somewhat  uncertain,  but  dearly  on  the 
east  coast  near  London. 

»  GrosB,  Gikl  Merehant,  vol.  ii,  p.  167  (1336). 

«  K.  R.  Customs.  103/2  (81  Bd.  I). 

i  MS.  HaxL  2126.  fol.  189  b  (ca.  1660],  a  prise  due  '*  ol  ouU  tyme." 

•  Cal.  Ch.  R.,  H.  m.  vol.  i,  p.  23  (1227). 
V  Cal.  a.  R.,  H.  m.  vol.  i,  p.  267  (1220). 

•  Altho  in  1220  it  was  held  that  the  local  prise  did  not  belong  to  the  crown  (CaL 
CL  R.,  H.  Ill,  voL  i,  p.  162).  in  1200  it  was  made  dear  that  the  king  had.  besides  the 
recta  prisa  on  wine,  a  prise  on  herrings  and  haddocks.    Rot.  P.,  vol.  i,  p.  27  a. 

•  No  purveyance  is  to  be  made  unless  pi^yment  is  rendered,  "excepting  the 
ancient  prises  of  the  king  in  places  where  the  king's  castles  are  situate  according  to 
Blagna  CarU  and  the  other  prises  due  to  the  king."  Cal.  d,  R.,  Ed.  II,  1818-18, 
p.  684. 
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reign  of  Henry  VIII  was  still  a  regular  practice  in 
London.^ 

From  what  has  been  said,  it  is  evident  that  the 
''ancient  prises  due  and  accustomed"  either  had  no 
reference  to  foreign  trade,  or  were  confined  to  one 
article  of  foreign  trade,  wine,  clearly  an  exception.* 
The  other  prises  were  never  systematized.  Not  only 
has.no  evidence  been  adduced  by  the  sponsors  of  the 
prise  theory,  but  I  have  found  no  additional  support 
in  the  accoimts  of  the  exchequer  or  wardrobe,  either 
particular  or  summary. 

(6)  Prise  commtUatians.  —  The  second  stage  in  the 
prise  theory  is  found  in  the  period  from  Richard  I 
to  Edward  I,*  when,  it  is  alleged,  the  prise  was  com- 
muted to  a  money  pasrment.  If  the  conclusions  in 
the  preceding  section  be  correct,  there  is  obviously 
no  room  for  commutation.  Nevertheless  the  evidence 
for  prise  commutation  deserves  examination. 

The  one  example  given  of  a  tenth  levied  on  mer- 
chants' goods  belongs  to  10  Richard  I.^  But  this, 
like  an  earlier  case,^  is  probably  a  tallage  of  a  tenth.* 
Certainly  there  is  no  evidence  that  it  is  a  tax  on  trade 
as  distinct  from  a  tax  on  personal  property. 

The  fifteenth  is  considered  at  length  below.^  If 
our  evidence  fails  us  not,  it  belongs  to  the  reign   of 

1  petition  of  wine  merchants,  alien  and  deniaen.  againat  the  praotioe  of  (he  officiala 
«f  the  Tower  of  filling  their  great  bottlea  of  three  pottlea  eaoh  with  wine  and  loaa  from 
viUing.  Merohante  were  willing  to  commute  to  a  money  ]>ayment.  MS.  K.  R. 
Ciwtoma,  105/20. 

•  Bdow,  p.  140. 

•  Ball.  Cufllom-Revenue,  toI.  i,  p.  66.  vol.  ii,  p.  188. 

•  HaU,  Caetom-Rev«nue,  vol.  ii,  p.  83.  '*  De  deoimia  meroatorum  de  pluribua 
cMnaturia  quae  veoepit  per  x  diea  in  primo  anno  aiout  dieit.**  MS.  Pipe  Roll,  L.T.R.* 
No.  44,  m.  12  b. 

•  Biados,  ToL  i,  p.  775  (6-8  R.  I).  *'  De  Finibua  et  Deoimia  Meroatorum  de  Stagno 
«t  aliia  Mcreaturia  apud  Londoniam/* 

•  Of.  Biados,  vol.  i,  p.  780  (6  R.  1);  alao  toI.  i.  pp.  72^727. 
V  See  p.  148. 
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John,  has  nothing  to  do  with  prises,  and  was  abolished 
for  good  and  all  before  the  death  of  the  king  who 
instituted  it.  Madox  ^  seems  to  have  been  the  first 
to  have  coupled  the  tenth  with  the  fifteenth,  and  most 
subsequent  writers  have  found  virtue  in  the  association. 
Perhaps  the  original  suggestion  of  the  tenth  and 
fifteenth  as  a  trade  duty  came  from  the  tenth  and 
fifteenth  on  moveables,  a  wholly  different  tax. 

(c)  The  cusUyms  of  1Z76.  —  In  disposing  of  the  first 
two  points,  we  have  virtually  disposed  of  the  others 
also.  Yet  for  the  purpose  of  continuing  our  examina- 
tion of  the  third  step  in  the  prise  theory,  the  commuted 
prise,  the  tenth  and  fifteenth,  may  be  taken  for  granted; 
that  is,  the  first  links  in  the  chain  are  to  be  provisionally 
accepted  in  order  to  test  the  third.  The  third  link 
is  that  the  grant  of  1275  was  merely  an  official  con- 
firmation of  old  dues,  —  dues  now  granted  anew.* 
This  is  based  upon  two  suppositions;  first,  that  the 
customs  of  1275  were  called  "  ancient "  at  the  time, 
and  second,  that  they  were  levied  upon  a  wider  range 
of  goods  than  specified  in  the  grant. 

The  Carta  Mercatoria  of  February  1,  1302-03,  gives 
some  clue  on  the  first  point.  The  term  "  ancient 
customs  "  occurs  in  three  connections:  first,  with  refer- 
ence to  the  2s.  per  tun  duty  on  imported  wine  (later 
called  butlerage),  "  beyond  the  ancient  customs  due 
and  accustomed  to  be  paid  to  us  and  others  in 
money";  second,  in  connection  with  the  increase 
over  the  ancient  customs  of  1275  on  wool,  wool-fells, 
and  hides;  and  third,  the  increase  of  new  customs 
"  beyond  the  ancient  customs  formerly  given  to  us 

1  Madoz,  Tol.  i,  pp.  771-775. 

*  Cf.  "  Cuatumm  vinoram  C  ultra  AnUquam  Custumam  uniuB  denarii  Regi  vol  aUia 
■olvendam*)."    Hall,  Cuatom-Revenue,  vol.  ii.  p.  109. 
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or  to  others."  *  Besides  these  the  wine  prise,  hence- 
forth commuted  to  butlerage,  may  also  be  included  as 
ancient  customs. 

Ancient  customs  at  this  time,  then,  were  taken  to 
be  (a)  the  customs  of  1275,  and  (6)  another  set, 
about  which  little  is  here  made  known  except  that  they 
included  a  money  duty  on  wine,  a  wine  prise,  and  other 
dues  payable  to  the  crown  and  others,  to  which  the 
burgesses  of  England  had  no  objection,  and  which 
were  therefore  of  definite  meaning  and  well  understood.^ 

In  the  Carta  Mercatoria  the  customs  of  1275  are 
called  "  ancient."  Dowell  maintains  that  they  were 
so  called  for  the  first  time  in  1297,'  in  the  Confirmatio 
Cartarumy  and  this  view  has  been  accepted  by  others.* 
But  Mr.  Hall  uses  the  term  "  Antiqua  Custuma " 

>  If  this  phnse  in  the  Carta  Mercatoria  referred  solely  to  the  poundage  on  aliens' 
•sports,  then  it  would  not  be  placed  where  it  is,  but  after  "  argenti."  as  in  the  cases 
where  it  occurs  elsewhere. 

"  Item,  de  quolibet  sacco  lanae,  quem  dicti  mercatores,  aut  alii  nomine  ipsonim 
ement,  et  de  regno  nostro  eduoent,  aut  emi  et  eddud  faoient,  solvent  quodraglnta 
denarios,  de  incremento.  ultra  oustumam  antiquam  dimidise  marcae,  quae  prius 
fuerat  persoluta:  .  .  .  Cumque,  de  praefatis  mercatoribus,  nonnulli  eorum  alias 
exeroeant  mercandisas,  ut  de  averio  ponderis,  et  de  aliis  rebus  subtilibus,  sicut  de 
paanis  Tarsen*,  de  serioo.  .  .  .  et  aliis  rebus,  et  mercandisis  multimodis,  quae  ad 
oertam  eustumam  facile  poni  non  poterunt,  iidem  mercatores  oonoessenmt  dare  nobis, 
et  haeredibus  nostris,  de  qualibet  libra  argenti  aestimationis,  .  .  .  tree  denarios  de 
libra,  in  introitu  rerum  et  mercandisarum  ipsarum,  in  regnum  et  potestatem  nostram 
praedicta.  .  .  .  ;  et  similiter  tres  denarios  de  qualibet  libra  argenti,  in  eductione 
quarumoumque  rerum  et  mercandiiarum  hujusmodi,  emptarum  in  regno  et  potestate 
nostra  pmdictis,  ultra  custumas  antiquas,  nobis,  aut  aliis,  ante  datas."  Rymer, 
Foedera,  vol.  ii,  pt.  ii,p.  748. 

s  Mr.  Hall,  however,  in  speaking  of  the  customs  about  1207  [-1303]  refers  to 
"  an  indefinite  toll  upon  merchandise  at  the  ports,"  and  "  a  diicretionary  toll  upon  all 
merchandise."    Antiquary,  vol.  vi,  p.  03. 

'*  It  is  probable  that  a  customary  percentage  was  charged  on  other  merchandise 
also."    Meredith,  Economic  History  of  England,  p.  72. 

Fleta  (ed.  1647,  p.  84}  is  similarly  indefinite:  "  Item  quod  principales  ooUectores 
eustumarum,  lanarum,  coriorum,  aliorum  theoloniorum  dictis  terminis  denarios 
Regis  reoeptos  liberentur  ad  Scaeearium." 

*  Sketch  of  the  History  of  Taxation,  vol.  i,  p.  157.  This  seems  to  have  been  a& 
attempt  to  harmonise  Gilbert's  assertion  that  he  saw  in  the  Tower  a  record  of  the 
eustoms  of  1275,  called  '*  nova  custuma  "  with  the  preoonoeption  that  before  1302-03 
they  were  called  '*  ancient.'* 

*  Kxmse,  Hanseakten  aus  England,  p.  zzrvii;  Meredith,  Economic  Histoiy  ol 
.  p.  173. 
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as  if  such  a  designation  held  good  from  the  very  first, 
that  is  in  1275.^  The  earliest  occurence  of  the  phrase 
anjrwhere  found  is  in  a  printed  document  of  the 
year  1297.  It  appears,  however,  that  the  phrase 
is  not  to  be  found  in  the  original  document  itself,  but 
proves  to  have  been  interpolated  by  Mr.  Hall.*  The 
term  ''  antiqua  custiuna/'  having  reference  to  the  dues 
of  1275,  in  fact  occurs  first  in  the  Carta  Mercataria 
itself.  The  "  particulars "  of  customs  accoimts  use 
the  phrase  "  new  customs,"  "  La  novel  custiune " 
or  "  nova  custuma,"  in  reference  to  the  grant  of  1275,* 
up  to  the  very  day  on  which  the  Carta  Mercataria  was 
issued.*  The  original  grant  of  1275  does  likewise,* 
tho  both  Stubbs*  and  Mr.  Hall^  quote  the  Irish 
grant  written  in  Latin,  in  which  no  general  designation 
at  all  is  found,  in  preference  to  the  English  grant  in 
French,  which  contains  the  proper  caption  "  new 
customs." 

Tho  surprise  has  been  expressed  that  the  customs 
of  1275  should  have  been  called  "new,"*  there  is 
really  no  occasion  for  it  apart  from  the  fact  of  non- 
agreement  with  text-books.  The  simple  explanation 
is  that  the  customs  being  called  "  new  "  were  "  new,"  • 

>  Social  England,  vol.  ii,  p.  104;  Custom-Rerenoe.  vol.  i,  pp.  67, 150,  toI.  il,  p.  M. 

>  Han,  Cuatom-Revenue,  vol.  ii,  p.  88  n.  For  the  oomot  reading  aee  Madoz, 
▼oL  i.  p.  784  n. 

•  Ma  K.  R.  Customa.  55/l  (HuU):  ibid..  185/1  (Chichester).  The  Utter  doea- 
ment  ia  nearly  half  decayed,  but  the  former  ia  in  an  excellent  atate  of  preeervatioB. 

•  For  example.  MS.  K.  R.  Cuatoma,  55/8.  '*  Rotulns  Ricardi  Oyael  at  Robertl 
da  Barton  euatodum  nore  euatmne  domini  Edwazdi  Regia  Angliae  lUuatrii  apud  Eyngaa- 
ton  auper  Hull  a  die  Penteeoat*  anno  Regni  predict!  B.  Regie  Triceaimo  primo." 

•  MS.  Fine  RoUa,  memba.  24  and  35;  Pail.  Write,  yd.  i.  p.  1. 

•  Select  Charters,  p.  441. 

'  Cuatom-Revenue.  vol.  i.  p.  200. 
»  Jenkea,  Edward  I.  p.  175. 

•  The  cireumatancee  giving  rise  to  the  eatabliahment  of  the  customs  of  1275  are 
unknown.  Sinclair  (Hiatoiy  of  the  Public  Revenue,  Sd  ed.,  1808,  vol.  i.  p.  100) 
says  that "  Bklward  I  .  .  .  having  seen  during  the  course  of  his  expedition  to  Paleatina* 
with  what  facility  considerable  sums  of  money  were  levied,  by  way  of  custom,  in  foreign 
oountries,  ha  thought  it  would  be  a  happy  expedient  for  raising  a  revenue  in  hia  own 
kingdom." 
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and  remained  bo  until  still  newer  ones  were  introduced, 
making  those  of  1275  seem  old.  The  customs  of  1275, 
then,  could  not  have  been  old  customs  re-enacted,  could 
not  have  been  prise  commutations  confirmed  by  parlia- 
ment. 

Besides  the  exact  name  of  the  grant  of  1275,  it  is 
important  to  know  the  commodities  included.  This 
would  seem  to  present  a  matter  of  no  difficulty,  since 
the  documents  specifically  mention  wool,  wool-fells, 
and  hides.  But  modem  interpretation  has  extended 
the  scope  of  the  levy  to  include  provisions  and  minerals 
(tin  and  lead),^  and  indeed  all  exports,'  which  gives 
the  dues  of  1275  an  importance  and  comprehensiveness 
far  beyond  usual  acceptance.  But  such  a  view  is 
untenable.  The  "  particulars  of  accoimt "  of  the  "  an- 
cient" customs  from  1275  onwards  exist  in  great 
numbers,  and  never,  among  the  scores  which  I  have 
read,  does  a  single  article  occur  except  wool,  wool- 
fells,  and  hides. 

It  follows,  then,  that  if  prise  conmiutations  (tenths 
and  fifteenths)  were  collected  from  goods  in  general 
(exported  and  imported),  and  the  customs  of  1275 
from  only  three  articles  (exported),  the  grant  of  that 
year  could  not  have  been  a  parliamentary  confirmation 
of  the  earlier  dues.  The  customs  of  1275  had,  then, 
no  connection  with  the  prise  conmiutations,  and  the 
latter  had  not  only  no  beginning  but  (as  well  as  there- 
fore) no  ending. 

(d)  Later  history  of  the  prise.  —  It  is  maintained 
that  the  new  customs  fixed  by  the  Carta  Mercatoria 
ended  the  period  of  general  prises  or  prise  commuta- 

1  Hall,  Cattom-BeFeniio.  yoL  i.  pp.  6, 66:  of.  Antiquaiy,  vol.  vi.  p.  211.  ElMwIian 
tiM  MBM  writer  datfly  eooilnM  the  sruit  to  the  tfticlet  mmtiooed  in  the  writ  itnlf , 
at  in  hie  Cuitom-Beiveniw,  toL  ii,  p.  88. 

•  Stnbbt,  CoMt.  Histoiy  ol  EdsImmI  (ed.  1876).  voL  ii.  p.  628. 
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tioDs,  SO  far  as  aliens  were  concerned.^  The  charter 
granted  to  the  merchants  of  Aquitaine  m  1302 '  specif- 
ically states,  and  to  a  less  degree,  the  more  general, 
as  well  as  better  known,  Carta  Mercatoria  dated  a  few 
months  later,*  that  the  prises  both  on  wines  and  on 
other  merchandise  were  henceforth  to  cease.  The 
accepted  explanation  of  the  new  customs  would  be 
imquestioned,  if  the  prises  referred  to  were  systematic 
prises  on  general  merchandise  of  foreign  trade.  But 
it  has  been  indicated  that  no  such  system  of  prises 
existed.  The  foreign  merchants  granted  the  king  new 
customs,  not  as  a  substitute  system  for  prises  except 
in  the  case  of  wine,  but  in  return  for  many  privileges, 
not  the  least  of  which,  however,  was  the  irregular 
prize,  exemption  from  the  occasional  seizure  of  their 
goods  in  fairs,  ports,  and  towns. 

But  according  to  what  has  become  the  orthodox 
view,^  these  prises  continued  to  be  exacted  from  denizens, 
who  foolishly  refused  the  new  customs  of  1302-03; 
and  they  were  abolished  only  under  pressure  from  a 
parliament  of  growing  influence  and  power.  In  other 
words,  —  perhaps  we  may  so  put  it,  —  they  continued 
till  a  parliamentary  system  of  customs  had  been  worked 
out  between  1302-03  and  1347.  But  if  the  above  ex- 
planation of  prises  is  correct,  there  were  none  to  com- 
mute, except  those  irregular  prises  and  purveyances 
which  lasted  down  to  modern  times,  or  those  systematic 

*■  Hall,  Cufltom-Revenue,  vol.  ii,  p.  119. 

>  Carta  "  de  LibertatibuB  oonoeasis  Mercatoribus  Vinetariis  do  Ducatu  Aquitaniae," 
80  Aug.,  30  Ed.  I.  Bed  Book  of  the  Exeh.,  vol.  iii,  pp.  1080  ff.  The  king  agread 
not  to  exact  any  "  priaam  vel  quamcunque  aliam  vinorum  vd  aliorum  meroimonionim  '* 
except  on  immediate  payment  or  satisfaction  therefor. 

*  Carta  Mercatoria,  Hall,  Cuatom-Revenne,  vol.  ii,  p.  201.  The  king  consented 
to  make  '*  nullam  Priaam  vel  Arrestacionem  sen  dilaoionem  ooeasione  Prise  de  oeteio 
de  Mereimoniis,  Meroandisis  sen  aliis  Bonia"  without  inmiediate  payment  at  the 
market  price.    Cf .  also  ibid.,  pp.  207-206. 

*  Cf.  Hall,  Custom-Revenue,  vol.  ii.  p.  134. 
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local  prises  and  the  regular  prise  on  imported  wine, 
both  of  which  likewise  lasted  to  the  modem  period. 
The  burgesses  of  forty-two  towns  in  1303  refused  the 
new  customs,  not  because  they  liked  prises,  but  because 
as  conditions  then  were,  they  were  subject  to  no  prises 
or  any  other  regular  dues  except  "  the  duties  of  old 
due  and  accustomed,"  *  which  they  were  content  to  pay. 
What  these  were  will  be  seen  below. 

Every  step  of  the  argument  is  erroneous, — prise, 
commuted  prise  (tenth  and  fifteenth),  the  all  inclusive 
("ancient")  customs  of  1275,  new  customs  of  1302-03 
as  commutation  of  prises  due  from  aliens,  the  refusal 
of  denizens  to  conunute  in  1303,  and  the  later  decay  of 
prises  due  to  the  growth  of  parliamentary  power. 


II 
Local   Customs 

Local  customs  in  England  were  much  the  same 
as  those  on  the  Continent,  except  that  in  England 
there  was,  of  course,  nothing  quite  analogous  to  the 
local  territorial  system. 

Of  the  niunerous  English  local  customs  (consuetu- 
dines)  only  a  few  are  important  here:  river  tolls, 
passage  dues,  and  town  customs. 

Of  river  tolls  little  is  known  except  that  they  existed. 
On  the  Thames  there  was  an  "  Avalagium  Thamisiae," 
a  "  Consuetudo  Navium  per  Tamisam,"  a  '*  theloneum 
Maereni  nostri  cariati  per  avalagium  Tamisiae."  * 
Likewise  at  Abingdon  each  ship  of  Oxford  using  the 
river  paid  its  toll  in  fish.' 

1  Stnbbfl.  Seleet  Charten,  p.  490. 

*  Madoz,  vol.  i.  p.  776  (19  H.  H  and  32  H.  DI). 

•  Hist.  Mon.  do  Abincdon  (R.  S.}.  vol.  ii,  p.  119  (H.  1). 
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Besides  having  to  pay  to  cross  a  bridge,  or  use  a 
ferry,  the  traveller  had  to  pay  head-money,*  or  as  it 
was  early  called  ''  passage." '  This  was  a  due  either 
for  crossing  a  river  •  or  passing  through  a  port  town,* 
and  is  as  old  as  the  Conquest  at  least/  So  important 
was  this  toll  that  nearly  all  charters  to  towns  and 
monasteries  contained  exemptions  from  it. 

It  is  the  sea-port  town  dues,  however,  which  are 
of  greatest  interest  here.  These  were  of  many  kinds, 
the  chief  of  which  may  be  put  into  more  or  less  distinct 
categories:  first,  such  dues  as  murage  and  paviage 
which  were  for  local  utilities;  second,  anchorage, 
strandage,  etc.,  for  a  special  local  privilege;  third, 
pesage,  cranage,  etc.,  for  a  local  service  rendered; 
and  last,  the  town  toll,  later  called  "  custuma  ville." 

The  "custuma  ville"  was  the  general  town  due 
paid  on  goods  for  sale,*  for  no  special  use,  service,  nor 
privilege,  but  leviable  as  a  local  or  mimicipal  right. 
It  is  to  be  compared  and  contrasted  with  the  national 
customs  revenue,  as  the  local  customs  par  excellence^ 
to  which  all  other  town  dues  were  subsidiary. 

1  MS.  K.  R.  Customa,  133/7  (Sandwich,  0-7  Elii.).  The  "  bsad-moMy  **  aooounl 
nplaoes  the  old  **  paangium.*'  At  tixnei "  pMaage  **  wm  on  hones,  earta,  and  merohan- 
diM  aa  well  aa  on  individuals.    Abbreviatio  Rot.  Orig..  vol.  i,  p.  227  (Ed.  U). 

*  MS.  EooL  Omi..  Var.,  44/169408  (1896^07).  One  farthing  waa  ohaiged  in  the 
account  of  the  maner  of  Witney  '*  for  water  paaaage  at  Babelak  for  the  free  paaaage 
of  the  lord  and  hia  faloona  for  a  year.*' 

*  Reoorda  of  the  Borou^  of  Nottingham,  vol.  i,  pp.  2-6  (1166-«6).  A  toU  "  dft 
omnibua  Trentam  tranaeuntibua." 

*  MS.  K.  R.  Cuatoma,  157/12  (Sandwich,  Ed.  1). 

**  Navea  paaaagientea  quando  applica[ntea  apud  Sandwyoum]  quflilMt  homo  nlai 

aitde  franchiaa    [11  d.] 

Judeuadabit [1111  d.]" 

*  Domeaday  Book,  vol.  i.  p.  273. 

*  Only  goods  for  aale  paid  local  cuatoma.  In  the  London  liat  of  duea  [Ed.  I  ?)  each 
item  haa  "  venalia  "  placed  alter  it.  MS.  K.  R.  Cuatoma,  193/3.  The  Jury,  too^ 
preaented  that  tho  the  men  of  Southampton  paid  toll  at  the  vill  of  Crydintoo,  thagr 
never  paid  on  goods  there  bought  for  their  own  use.  Abbreviatio  Plaoitorum,  p.  SIO 
(14  Ed.  I). 
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The  history  of  the  "  custunxa  ville  "  may  be  studied 
from  about  tiie  eighth  century  down  to  modem  times, 
in  charters  of  grant  and  exemptions,  general  and 
summary  accounts  of  collectors,  and  legislative  enact- 
ments. But  the  history  of  the  local  customs  has  little 
interest  here  apart  from  the  following  rough  periods 
of  its  development:  800-1100,  inception  and  growth; 
1100-1550,  numerous  exemptions;  1550-1835,  great 
decay  on  accoimt  of  rise  of  prices  and  the  spirit  of 
national  economy;  1835  to  the  present,  consolidation 
and  restoration. 

Speculation  as  to  the  original  source  of  the  power 
to  impose  local  taxes  is  almost  fruitless.  During  the 
greater  part  of  the  first  period,  the  crown  successfully 
maintained  its  prerogative  right  to  grant  such  local 
customs,  and  certainly  from  that  time  to  the  modem 
period,  that  power  has  never  been  gainsaid.  But  on 
the  other  hand,  the  locaUty  had  an  activity  and  vitaUty 
of  its  own,  apart  from  the  legal  theory  of  sovereignty. 
It  would  not  be  far  wrong  to  say  that  whilst  some 
formulation  came  from  above  imder  the  sBgis  of  the 
Roman  law,  nevertheless,  the  germination  of  the  move- 
ment was  not  only  within  the  theory  but  independent 
of  it.^  As  evidence  of  this  there  are  numerous  cases 
of  the  imauthorized  imposition  of  new  tolls,^  the  increase 
in  old  rates,'  and  the  leagues  of  towns  creating  inter- 
municipal  free-trade  unions.^ 

>  Cf.  tlie  caw  of  London,  1616.  The  dtisois  claimed  that  by  virtue  of  charter  they 
"have  and  doe  receive  and  take  tolle  and  tallace  and  thoroiightoll."  but  they  hold 
ndieelace  "  by  antient  preacription  and  not  by  foroe  of  any  graunte.'*  MS.  in  Guild- 
haU,  London,  Jor.  C.  C.  voL  zzxi,  p.  49. 

s  Domeeday  Book,  vtJ.  i,  pp.  315,  376,  376;  Braoton,  De  Legibua  Angiiae,  vol.  i, 
p^  247  (inquiry  oonoeming  new  levies  of  ouatomB,  a  crown  plea);  Hundred  RoUa,  voL  i,. 
p.  133  b;  State  Trials  of  the  Reign  of  Ed.  I,  pp.  174-175  (1289-93). 

•  22  H.  Vni,  ehap.  8;  MS.  St.  P.,  Dom.,  Jao.  I,  vol.  Izszviii,  No.  54. 

*  Mariboro  and  Southampton,  23  H.  Ill,  Gross,  Gild  Merchant,  vol.  ii.  pp.  173-174; 
London  and  Winebester,  1304,  ibid.,  p.  258;  Salisbury  and  Southampton.  1330,  Ashley, 
Economic  Histoiy  of  England,  vol.  ii,  p.  45;  Nottingham,  Coventry,  and  lincoln, 
16th  century,  ibid.;  Dunwich  and  HuU,  87  H.  VI,  MS.  Add.  Gh.,  40680. 
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But  difficult  tho  it  be  to  estimate  the  part  played 
by  the  crown  ia  the  origin  of  the  financial  organization 
of  town  economy,  it  is  easy  to  estimate  its  part  in  the 
gradual  process  of  breaking  down  that  system,  which 
came  about  to  some  extent  through  the  practice  of 
exemptions.  The  system  of  exemptions  was  at  once 
the  strength  and  weakness  of  the  local  customs.  In 
so  far  as  the  chief  men  of  the  town,  either  all  the  citizens^ 
or  the  members  of  the  Gild  Merchant,*  were  exempt 
from  the  local  customs,  a  powerful  force  was  created 
for  their  continuance,  since  it  was  also  the  continuance 
of  an  exemption  of  considerable  importance  to  those 
favored.  Hand  in  hand  with  this  went  the  exemption 
from  the  customs  of  other  towns,'  which  was  ample 
reason  on  the  part  of  the  favored  for  the  whole  system, 
but  obviously  weakened  it  as  a  financial  system.  Of 
greater  importance  in  the  undermining  of  the  local 
sjTstem  was  the  practice  of  granting  exemptions  to 
religious  houses^  and  organizations,^  as  well  as  to 
tenants  on  the  royal  demesne*  and  other  private 
individuals.^    In  all,  the  list  of  exemptions  was  so 

i  Charter  of  London,  H.  I,  in  Stubbs,  SeLeot  Charters,  p.  103;  Ipewieh,  1200,  Groie, 
Gild  Merchant,  vol.  ii,  p.  115.    Cf.  Ghent,  1199,  Wamkfinig,  vol.  ii,  p.  20. 

s  E.  g..  Leioeeter.  1278,  Records  of  Leicester  (ed.  Bateson),  1103-1327,  p.  171. 
Cf.  St.  Omer,  1127.  Giry,  p.  372. 

s  E.  g.,  Dover,  1066,  Domesday  Book,  vol.  i,  p.  la,  exemption  from  toll  throughout 
England;  London  (H.  I),  Stubbs,  Select  Charters,  p.  103;  Nottingham.  1189.  Records 
of  Nottingham  (ed.  Stevenson),  vol.  i,  p.  9.  Cf.  exemption  of  the  men  of  the  church 
of  Strasburg.  775,  Keutgen,  Urk.  sur  Stat.  Verfassungsgesoh.,  p.  40;  also  the  exemptions 
of  Flemish  towns  in  Wamkfinig,  vol.  ii,  pt.  2,  p.  4,  Dam,  1180.  p.  72,  Fumes,  1176,  p.  9, 
Nieuport,  1168.  p.  91. 

Beverley  received,  temp.  H.  I,  exemption  from  toUs  throughout  Yorkshire,  Gross, 
Gild  Merchant,  vol.  ii,  p.  21. 

*  E.  g..  Abingdon,  Hist.  Mon.  de  Abingdon,  p.  218  (H.  II);  Christchuroh,  Canter- 
bttiy.  Cal.  Pat.  R..  Ed.  I,  vol.  i,  p.  844  (1279);  KemUe,  Baxons  in  England,  vol.  ii,  pp. 
75-76;  of.  Keutgen,  Urk.  sur  Stat.  Verfassungsgesch.,  p.  50  (1149). 

i  Notably  the  Templars,  Rot.  Cart.,  vol.  i,  p.  1  (1199). 

•  Abbreviatio  Placitorum.  p.  305  b  (2  Ed.  II):  Close  R.,  No.  217  (4  John,  1  R.  11); 
Select  Cases  in  the  Star  Chamber  (Selden  Soo.),  p.  121  (1517). 

f  Davies,  Hiatocy  of  Southampton,  pp.  228-330. 
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considerable  ^  that  it  was  chiefly  aliens,'  and  a  few  of 
the  poorer  denizens  without  the  town  who  paid  the 
town  customs. 

If  we  were  to  compare  the  local  customs  of  1200 
with  those  of  1900,  we  should  note  that,  while  at  the 
earlier  date,  there  were  many  exemptions,  at  the  latter 
date  there  were  practically  none;  that  many  dues  of 
the  twelfth  and  thirteenth  centuries  were  later  con- 
solidated, and  that  the  local  rates  on  such  goods  as 
bore  both  local  and  national  customs  were  much  higher 
in  proportion  at  the  earlier  date  than  at  the  later. 
In  the  thirteenth  and  fourteenth  centuries,  as  now, 
the  local  rate  was  lower  than  the  national. 

Local  National 

[London,  Ed.  L)        0.8%  •        Fifteenth  of  John.  6.6% 

Sandwich,  6  Eliz.      0.8% «        Poundage  of  1302-03.  1.2% 

Poundage  of  Ed.  III.  2.6% 

Poundage  of  15th  cent.  5.0% 

But  this  difference  is  not  at  all  essential,  resulting  as 
it  did  from  the  fact  that  the  local  tax  was  fixed  at  an 
earlier  date  than  the  national,  that  is,  much  before  the 
rise  of  prices  of  the  twelfth  and  thirteenth  centuries. 

Just  as  national  tariffs  discriminate  against  nations, 
so  local  tariffs  discriminated  against  towns.  For  in- 
stance Dunwich  charged  one  shilling  more  on  a  ship  of 
Walberswick  than  on  one  from  Southwold.*  This  local 
discrimination  might  take  the  form  of  favoring  a 

>  Boys,  History  of  Sandwich,  p.  440.  Exempt  in  Sandwich  (13th  eentuiy?)  were: 
(»)  those  of  the  Cinque  Ports  and  their  members,  (b)  those  soot  and  lot  of  Canter- 
bwy.  (c)  as  well  as  of  London,  (d)  the  people  of  the  archbishop  of  Canterbury,  (e)  the 
pot-boilers  of  the  arclU>ishopric,  (f)  those  of  the  hundred  of  Milton,  (g)  those  of  Battle, 
Ch)  St.  Albans,  (i)  Antwerp,  0)  Qynes  (Guines).  and  (k)  Sir  Ingeram  de  Fyesnes. 

*  Some  aliens  were  also  exempt,  for  instance,  the  merchants  of  Scotland,  1237; 
HAhlbaum,  Hans.  Urkundenbuch,  vol.  i,  f  281. 

>  MS.  K.  R.  Customs,  193/3.  Rates  specific.  "  Et  sic  de  qualibet  alia  mercandisa 
anperiui  non  nominata  predi  xx  s.  —  ii  d." 

«  MS.  K.  R.  Customs,  133/7. 

s  MS.  Add.  Ron,  40736  (19-20  Bd.  I). 
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foreign  town  or  nation  against  an  English  town,  as 
in  the  case  of  Sandwich,  which  charged  more  on  fish 
going  towards  the  Thames  (to  London)  than  on  fish 
going  to  France  or  elsewhere  abroad;^  the  idea  appar- 
ently being  to  tax  all  non-freemen  engaging  in  the  Lon- 
don trade  very  heavily  so  as  to  reserve  that  trade  for 
the  burgesses  of  the  town. 

This  discrimination  leads  us  to  the  essential  difference 
between  national  and  local  customs.  The  former  were 
only  on  foreign  trade,  and  the  latter  on  all  trade  in  and 
out  of  the  town,  regardless  of  political  boundaries^ 
To  this  difference  must  be  added  the  fact  that  while 
national  customs  rates  were  determined  by  the  central 
government,  the  local  rates,  no  matter  what  the  ulti^ 
mate  source  of  the  imposition,  depended  upon  local 
organization  for  their  working  out,  for  they  were  the 
dues  which  custom  had  imposed,  and  differed  as 
between  town  and  town  in  particulars,  tho  inter-town 
and  inter-port  trade  tended  to  level  the  discrepancies 
of  rates. 

It  is  evident;  then,  that  local  customs,  the  ''petty 
customs  "  of  the  towns,  were  distinct  in  nature  from 
the  national  customs.  Byno  stretch  of  the  imagination 
or  misinterpretation  of  facts  can  the  local  customs 
be  expanded  into  national  customs.  Yet  it  is  in  part 
the  thesis  of  this  paper  that  no  account  of  the  origins 
of  the  national  system  can  be  adequate  without  taking 
the  local  system  into  consideration.  Whilst  the 
national  customs-revenue  was  not  based  upon  the  local, 
the  latter  system  was  the  most  important  single  element 
affecting  the  early  development  of  the  national  system.. 

I  MS.  K.  R.  Customs,  157/12  (oa.  1800). 

'*  Lasta  sUecium  versus  Tsmisiam    z  d. 

Item  versus  Franciam    iiii  d. 

M  da  Makeiel  versus  Tsmisiam  zd. 

Versus  i»artes  tnnsmarinas  iiiid." 
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III 

Semi-National   Cubtomb    1050-1276 

The  formulation  of  the  problem  coimected  with 
the  origin  of  the  national  customs  system  is  very 
simple:  what  were  the  earliest  dues  upon  foreign  trade 
imposed  by  the  king  in  his  political  capacity;  that 
is,  customs  levied  on  goods  exported  and  imported, 
and  collected  at  the  ports  generaJly,  in  ports  of  private 
franchise  as  well  as  in  those  of  the  demesne  7 

The  immediate  task  is  to  examine  the  early  dues 
which,  wholly  or  in  part,  answer  to  this  formula.  It 
is  not  to  be  expected  that  the  purely  national  customs 
are  to  be  found  in  the  earliest  times  when  the  local 
system  was  predominant;  but  on  the  other  hand, 
national  elements  are  discoverable  which  deserve  a 
prominent  place  in  the  history  of  custom  origins. 
Four  customs  in  this  connection  are  important :  lastage, 
scavage,  wine  customs,  and  prise  of  wines,  all  of  which 
partake  of  the  nature  of  both  local  and  national  cus- 
toms. For  lack  of  a  better  phrase,  I  call  them  semi- 
national. 

(a)  Lastage.  Some  half  dozen  meanings  of  lastage 
have  been  collected,^  three  of  which  are  of  interest 
here.  It  has  been  defined  by  lexicographers,  medieval  * 
and  modem,'  as  weU  as  by  modem  historians^  and 
editors  of  texts,  as  a  ''  custom  exacted  in  fairs  and 

1  New  Oxford  Diotkmaty,  lv.  "  LMtafle/' 

>  liber  de  Hyda.  p.  44;  EzpoutioneB  Tooabulorum,  Red  Book  of  the  Exoh.,  vol. 
iii.  p.  1083. 

•  Spelmaii,  GloeMoium  (ed.  1687),  p.  351;  Du  Cenge.  lv.  "  I«stafe.*' 

*  Qpeed,  Hiatory  of  Southampton  (ed.  Aubrey),  p.  237  n.;  Introduction  to  the  Pipe 
BoDe.  vol.  ill.  p.  86;  Walford.  Fair^  Put  and  Preaent.  p.  ao. 
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markets/'  ^  But  I  have  found  no  clear  example  of  such  a 
use  in  any  contemporary  records  or  accounts  of  fair 
dues;^  and  at  times  in  the  records  lastage  is  even  set 
apart  from  and  contrasted  with  the  fair  dues.'  Another 
meaning  given  to  lastage  is  baUastage,  or  a  payment 
for  the  privilege  of  taking  in  ballast.^  That  this  was 
one  of  the  uses  of  the  term^  there  is  no  doubt.  But 
the  lastage  of  moment  here  was  not  a  fair  due,  not 
collected  inland  but  '^  along  the  searcoast/'  '^  a  due 
paid  by  ships  leaving  port  with  cargoes  of  regular 
merchandise  not  of  ballast-stones,  and  not  paid  at  a 
rate  of  so  much  per  ton  or  per  ship,  but  at  a  specific 
rate  on  each  article.* 

The  earliest  occurence  of  this  lastage  is  in  the  Chester 
customs  of  the  time  of  the  Confessor.^  In  the  Pipe 
Rolls  it  is  often  found,  as  in  1130,«  1165-56,  1157-58, 
1158-59*,  1171-72,w  and  so  on  into  the  thirteenth  cen- 
tury." The  towns  mentioned  are  all  on  the  sea-coast: 
Exeter,  Hastings,  Bosham,  and  Sandwich. 

1  Thorpe,  Ancient  Laws  and  Institutea,  Oioesary;  Gross,  Gild  Merchant,  vol.  ii, 
p.  400;  Riley.  Liber  CuBtumarum,  vol.  ii,  p.  812.  *'  A  ouatom  exacted  in  markets  and 
fairs,  for  licence  to  carry  eoods  from  place  to  place,  in  the  form  of  a  packace  or  last." 

>  Tolls  at  the  fair  of  St.  Giles.  Winchester,  1207-08:  gate  tolls,  magnum  pondus, 
teiragimn,  boragium,  sddagium,  entrance  and  othw  dues.  MS.  Ecd.  Com.,  Var., 
27/160317.  Cf.  ibid.,  23/160286  (1202-03);  MS.  K.  R.  Accounts,  607/2  (17  Ed.  II). 
For  St.  Ives,  see  MS.  Cart.  Harl..  68.  i  (10).  30  H.  Ill;  Gross.  Law  Merchant 
(Selden  Soo.).  I. 

•  Pipe  R. .  H.  I.  p.  163.    '*  De  Lestagio  Civitotis [Exonie]  60b..  De  Feria  Exonie  60s." 

•  Godefroi.  Dictionnaire.  s.v.  "Lestage";  Palmer's  Continuation  of  Manship's 
Hist,  of  Yarmouth,  p.  7. 

i  Gross.  GUd  Merchant,  vol.  ii.  p.  270  (1200). 

•  Ma  K.  R.  Customs.  ie/17a.  Skirbeok  (Boston.  1323);  ibid..  124/6  Sandwich. 
1302-03. 

'  "  Si  vero  cum  pace  et  llcentia  regis  venisset.  qui  in  ea  erant  quiete  vendebant 
quae  habebant.  Sed  cum  discederet.  iiii  denarios  de  unoquoque  Lesth  habebant  rex 
et  comes."  Domesday  Book,  vol.  i,  p.  262  b.  See  also  a  manuscript  of  the  year  1862 
in  the  Lynn  archives  (nondescript)  which  places  the  origin  at  the  time  of  Stephen. 

•  Pipe  RoU.  H.  I,  pp.  01.  163. 

•  Ibid.,  pp.  48. 01  (2  H.  U).  76.  70  (8  H.  II).  181. 168. 160. 182  (4  H.  II). 
M  Ibid..  18  H.  II.  p.  08. 

u  Rot.  Can..  3  John.  p.  214;  MS.  Pipe  R..  L.T.R..  No.  60.  m.  7a  (6  John);  ibid.. 
No.  62.  m.  Oa  (2  H.  III). 
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The  lastage  of  at  least  four  towns,  Boston,  Lynn, 
Yarmouth,  and  Ipswich,  was  in  the  hands  of  the 
Hauville  family,  where  it  continued  apparently  about 
a  century  following  the  year  1217,^  and  in  case  of 
Yarmouth  was  still  in  private  hands  in  the  year  21 
Richard  II  (1397-98),«  The  tenure  of  this  fee  was  the 
serjeanty  of  receiving  the  king's  presents,  especially 
falcons.' 

It  is  difficult  to  decide,  owing  to  the  badly  arranged 
text  of  Liber  AUms,  whether  this  fast  disappearing 
due  was  collected  at  London.  Under  the  caption 
"  Tronage,"  we  find  the  first  section  dealing,  not  with 
the  tronage  of  wool,  but  another  custom  on  wool,  etc., 
"  taken  out  of  London  to  the  parts  beyond  sea,  by 
merchants  liable  to  custom."  * 

Thus  it  appears  that  lastage  was  collected  at  nine 
ports,  and  perhaps  ten,  all  the  way  around  the  coast 
from  Boston  to  Chester. 

It  happens  that  there  have  been  handed  down  a 
list  of  lastage  rates  of  about  thirty  different  commodities 
for  Skirbeck  (Boston),*  and  lastage  accounts  of  the 
closing  years  of  Edward  I,  for  Sandwich.'  From  these 
the  nature  of  lastage  may  be  determined.  According 
to  the  Skirbeck  document,  lastage  '^  arose  from  divers 
merchandises  carried  out  of  England  to  parts  beyond 

1  Ralph  of  Yannouth.  in  1217.  conveyed  hie  right  to  lutoge  in  Norfolk,  Suffolk,  and 
linoolnahife  to  Henry  de  Hauville.  Palmer's  Continuation  of  Manahip'a  Hiat.  of 
Yannouth,  p.  7.  In  1318,  Robert  de  Walkefare  was  pardoned  for  aoquiring  in  fee, 
without  licence,  the  laatage  of  Skirbeck  (Boeton)  from  Thomas  de  Hauville.  Cal.  Pat. 
R.,  Ed.  II,  vol.  iii,  p.  114.  Cf.  also  Cal.  of  Inq..  1. 1|  281,  337.  3ei  (39  and  40  H.  lU); 
ibid.,  vol.  f  381  (8  Ed.  I);  Inquisitio  ad  Q.  D..  136/10  (12  Ed.  II);  K.  R.  Customs. 
16/17a  (17  Ed.  II). 

a  MS.  Had.,  1878.  2b. 

•  Cat  of  Inq.,  vol  i,  f  281;  Abbreviatio  Plaeitorum.  p.  285. 
«  liber  Albus,  vol.  i,p.  226. 

•  MS.  K.  R.  Customs.  16/17a.  In  Sandwich  it  seems  that  not  so  many  goods 
paid  laetage,  the  chief  being  wool,  hides,  butter,  cheese,  bacon,  and  fish.  MS.  K.  R. 
CiMtoms.  124/12  (31-«  Ed.  I). 

•  Ibid..  124/5.  14. 
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seas.''  ^  And  in  the  Sandwich  accounts  we  see  the 
three  layers  of  customs,  cuHuma  viUe,  lastagium,  and 
the  nova  custuma  of  1302-03,  all  at  times  due  upon  the 
same  articles  of  trade.  Take  an  alien  merchant  export- 
ing goods  as  an  eicample.  He  paid  custuma  vitte  on  all 
his  goods,  lastage  upon  the  chief  natural  products  of  the 
country,  and  also  the  new  customs  on  all  his  wares.* 

Lastage  resembled  the  local  customs  in  that  there 
were  many  exemptions  in  favor  of  the  burgesses  of 
numerous  English  towns,'  and  of  foreign  merchants.^ 
Then  too>  as  has  been  seen,  it  was  put  to  farm,  like 
local  tolls,  and  granted  out  as  fees.  But  lastage  was 
not  a  local  toll,  not  the  CMtuma  viUe  on  exports,  for 
the  same  goods  going  abroad  paid  both  lastage  and 
custuma  viUe,*  and  indeed  the  rates  were  not  the  same, 

>  "Provenit  ez  diveEsii  nMTDimoiiiii  timnafretantibus  extra  AngUam  ad  partes 
tmMBiAriiiM.''  MS.  K.  R.  Cuetome,  10/17*.  a.  Abbnrutio  Flecitocum.  p.  885 
(19  Ed.  I).  *'  Quandam  oonaoetiidiiiBin  vooalam  lestagium  de  meroandlsie  ueque  partes 
ffirtens  trannuntibus." 

>  "  Reoepta  eustome  de  Sandwyoo:  '* 

"  De  Dyonisio  Bell  de  Ipre  pro  IX  doUie  vini  m*.,  pro  nil  eaeoie  Lane  Vllld.. 
pro  n  balls  aUuoionim  Vllld.,  pro  I  tranario  Wode  UUd.** 

"  De  Johaane  FVoydeooeine  pro  I  bala  Panni  Illld.,  pro  H  saeols  Ismb  IHId.*' 

*'  Reoepta  oustume  Laatacil  de  Sandwyeo:  '* 

*'  De  Dyonuio  Belle  de  Ipre  pro  IIII  aaocis  lA&e  XVId." 

*'  De  Johanne  Froydeousine  pro  H  aaocis  Iahs  Vllld."  (K.  R.  Customs.  124/14. 
Mloh.  82  Ed.  I  —  Mich.  82  Ed.  I.) 

*'  Particule  Nove  Custume  reoepte  apud  Sandwyeum;  Custuma  lanarum,  pellium 
lanutarum,  et  ooriorum  .  .  .  de  regno  eduetorum:  " 

"  De  Dlonisio  Bella  de  lapre  pro  IIII  aaocis  et  III  claTibus  Iaim  —  XIIIs.  VId  qa." 

'*  De  Johauie  Fredeoosyn  pro  II  saoois  Lane  Vis.  Vllld.'*  (Aooounts  dealing  with 
other  artidce  exported  are  missing.  MS.  K.  R.  Customs  124/13.  Mioh.  32  Ed.  I  — 
Mioh.  38  Ed.  I.) 

•  London,  Stubbs,  Select  Charten,  p.  103  (H.  I);  Norwich,  Reo.  of  Norwich  (ed. 
Hudson),  vol.  i,  p.  12  (1194);  Lincoln.  Rot.  Chart.,  vol.  i.  p.  4a  (1199). 

«  The  men  of  St.  Omer  "  sint  quieti  per  totam  Angliam  undeoumque  venerint. 
de  lestagio."    Oixy.  St.  Omer.  p.  381  (1154-02). 

In  Skirbeck  the  jury  said:  "  late  predicte  oonsuetudines  peroipiendae  sunt  de 
omnibus  hominibus  cum  predictia  rebus  transf  retantibus  exoeptls  hominibus  de  Gutland, 
de  Fryaeby  In  Friaeland.  de  Northweya.  de  Scocia,  do  Hibemia.  de  Colonia,  et  de 
hominibua  de  London,  et  de  pluribua  alUs  mercatoribua,  videlicet,  Johanne  Martyn 
de  Setham  et  aliis."     (MS.  K.  R.  Customs,  ie/17a  (1323).) 

«  MS.  K.  R.  Customs.  124/5  (27  Ed.  I),  and  124/14  (32-33  Ed.  I). 
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tho  the  variation  was  not  considerable.^  Hence  we 
are  forced  to  make  a  new  category  for  lastage.  In 
the  two  essentials  of  foreign  trade  and  political  imposi- 
tion it  was  a  national  due;  but  in  secondary  character- 
istics, —  exemptions  and  f eudation,  —  it  was  local. 
Lastage,  then,  was  a  semi-national  customs-due. 

(b)  Scavage.  Scavage  was  a  custom,  as  Ldber  AUma 
twice  makes  known,  due  only  on  wares  imported  from 
abroad.^  From  a  list  of  merchandise  imported  from 
the  Continent  on  which  scavage  was  due,  we  learn 
that  it  was  levied  only  on  foreign  goods,  such  as  spices, 
fruits,  mercery,  etc.*  like  lastage,  it  was  collected 
only  on  articles  of  foreign  trade  and  was  payable 
originally  to  the  king.^  But  unlike  lastage,  it  seems 
to  have  been  confined  to  London.  At  least  it  seems 
not  to  have  had  general  application  elsewhere,  tho 
the  term  is  treated  in  a  medieval  glossary  as  if  of  general 
use.^  As  in  the  case  of  lastage,  there  were  many  who 
owed  no  scavage,*  and  since  those  who  paid  it  were 
forced  to  live  with  hosts,  we  may  conclude  that  it  was 
non-freemen  who  were  liable,  tho  it  is  clear  that  some 


ArtidM 

lAStafe 

Custuma  vine 

BaooiM,  Moh 

Id. 

Id. 

Chaefle.  w«y 

Id. 

Id. 

Heiringi.  Ii»t 

Id. 

4d. 

Hid«0.  dicker 

2d. 

2d. 

Wool.nok 

4d. 

2d. 

MS.  K.R.Cuetoms,  124/12.    Sandwich.  31-32  Ed.  I. 
>  Vol.  i.  pp.  226,  230. 

*  liber  Albui,  vol.  i,  p.  223.  Spdmaa  (QloaMrium.  ed.  1687.  p.  603)  defined 
•oevafle  tm  "Tributum  quod  a  mercatoribus  exifere  eoLvent  nundixuurum  domini, 
ob  Uoentiam  proponendi  ibidem  venditioni  meroimonia.  Cf.  Du  Cange.  i.  v.  **  Oe- 
tenaio,'*  and  Thorpe,  Ancient  Laws  and  Inetitutes,  Glonaty. 

«  liber  Albui,  vol.  i.  p.  223. 

*  '*8eheauwyng,ideat,PropoeitionierBimoniL  GeHiee,  Diqileyure  de  marohandiae." 
liber  de  Hyda,  p.  43:  "  Shewite  —  Quite  de  mouatraunoe  de  marehandiM.'*  Bed 
Book  of  the  Exch.,  vol.  iii.  p.  1033. 

*  Uber  Albue.  voL  i.  p.  226. 
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aliens  were  specially  exempt?  In  the  thirteenth  cen- 
tury, the  rating  was  so  much  per  load,  or  per  ^'kark  of 
marchandise/'^  At  a  later  date  it  consisted  of  many 
minute  and  varsdng  rates.* 

The  history  of  scavage  can  be  followed  from  about 
the  period  of  the  Conquest  to  modern  times.  It  comes 
to  light  for  the  first  time  in  an  obscure  list  of  "  customs 
of  Billingsgate,"  ^  the  date  of  which  is  uncertain  but 
may  be  assigned  to  the  eleventh  century.*  During 
the  following  century,  it  was  mentioned  in  a  charter 
given  to  St.  Omer.«  In  52  Henry  III  (1267-68),  it 
was  accounted  for  in  the  Pipe  RoU.^  And  in  a  list  of 
London  customs  of  the  late  thirteenth  century,  it  is  set 
forth  at  considerable  length.*  It  seems  to  have  been 
due  at  Billingsgate,  Queenhythe,  and  Dowgate,  that  is, 
wherever  ships  importing  goods  landed  their  cargoes. 

But  what  chiefly  interests  us  is  the  combination  of 
national  and  local  characteristics,  which  enables  us  to 
place  it  in  the  same  category  as  lastage. 

(c)  Ancient  mne  custom.  This  due  has  been  at 
least  thrice  noted  by  others,  firstly,  as  "  in  the  nature 

>  The  merohanta  of  Lorraine  paid  no  other  "  eacawence  "  except  the  "  wine  on*- 
torn.*'  HOhlbaom,  Hans.  Urkundenbuch.  vol.  iii,  §  002  (oa.  1150).  "  The  merohanta 
of  Germany  '*  were  exempt.  Liber  Albua,  vol  i,  p.  225-226.  The  men  of  St.  Omer  wen 
likewiae  freed  from  "  scawinga  "  in  London.  Charter  of  H.  II  to  St.  Omer.  Gii7f 
St.  Omer,  p.  381  (1154-62). 

>  Liber  Albus,  vol.  i.  pp.  223-224.  230. 

•  E.  g..  MS.  Oalba,  C  1.  fol.  228  ff.  (H.  VIII);  Ratea  of  the  Cuatome  Houm, 
1590.  pp.  47b-52;  MS.  Br.  M..  12497  (1594);  Birch.  Hiat.  Chartera  of  London, 
pp.  212  tl.   (Car.  I),  unapecified  gooda  to  pay  Id  per  £. 

•  '*  Hogge,  Leodium,  et  Nivella.  qui  per  terraa  ibant,  oatenaionem  [acavage) 
dabant  et  tdoneum.'*    Hdhlbaum,  Hana.  Urkundenbuch.  vol.  i.  |  2. 

It  may  be  that  *'  oatenaio  "  la  referred  to  in  Domeaday  Book  vol.  i.  p.  262b  in  the 
Cheater  euatoma:  *'  Si  habentea  martrinaa  pellea  Juberet  praepoaitua  regie  ut  nuUi 
venderent  doneo  aibi  priua  oatenaaa  compararet." 

>  Hdhlbaum.  Hana.  Urkundenbuch.  vol.  i.  |  2;  vol.  iii.  f  590.  The  date  it  bare 
given  aa  about  the  laat  third  of  the  11th  century. 

•  Oiiy.  St.  Omer.  p.  381  (1164-62). 

'  75£.  6a.  lOd.  '*de  oonauetudinibua  omnimodum  mercandiaarum  venientium 
de  partibua  tranamarinia  ad  Civitatem  praedictam.  de  quibua  oonauetudo  debetur 
quae  vocatur  Scavagium.**    Madox.  vol.  i,  p.  779  n. 

•  liber  Albua.  vol.  i.  p.  223. 
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of  a  port  due  "  ^  (8d.  per  tun),  secondly;  as  an  excise 
(Id.  per  tun)  and  a  local  due,*  and  thirdly,  as  broker- 
age.' But  it  seems  that  these  views  are  not  merely 
contradictory;  they  are  all  incorrect. 

This  wine  custom  was  in  reality  an  import  duty 
payable  in  money  and  called  as  well  "  escawenge/' 
or  scavage,  as  ''  la  custume  del  vin/'  and  existed  at 
least  as  early  as  about  1150  in  London.^  In  the 
London  scavage  rates  of  the  sixteenth  century  wine  is 
listed  at  2d.  per  tun,^  a  rate  which  was  also  given  to 
the  out  ports,^  and  probably  to  the  metropolis/  by 
Henry  III.  Two  definite  wine  import  duties  were 
recognized  by  Henry  III,  one  the  recta  priea,  and  the 
other  "  the  customs  of  pence  imposed  upon  every  tun 
in  the  divers  ports." «  And  in  1302,  in  the  charter 
of  liberties  granted  to  the  merchants  of  Aquitaine,  a 
2s.  butlerage  was  substituted  for  the  ancient  prise,  but 
this  was  ''over  and  above  the  ancient  customs  due  and 
accustomed  to  be  paid  in  money  either  to  us  or  to 
others."'    This  was  repeated  in  the  Carta  Mercatoria.^^ 

Whilst  the  local  due  on  wine  was  4d.  per  tun," 
this  due  was  from  the  time  of  Henry  III,  as  has  been 
seen,  only  2d.  Tho  information  about  this  wine  duty 
is  scanty  indeed,  it  seems  fairly  clear  that  it  was  a  part 
of  an  early  national  customs  system,  a  duty  paid  in 

>  SUibba,  Const.  Histoiy  of  EngUnd,  vol.  ii.  p.  550. 

>  Hall,  Cwtom-Revenue,  vol.  i,  p.  7;  vol.  ii.  pp.  93.  109. 

>  Bateton.  Engl.  Hist.  Rev.,  vol.  zvii,  p.  498. 

4  HShlbaum,  Hszis.  Urkundenbuch.  vol.  iii,  |  602.  The  men  of  Loiraine  *'  ns 
dufront  autre  eseawente  fon  la  oustume  del  vin  ceo  est  le  oomage  V  (or  II  Tl  denert  de 
eikeeoB  tonel."    E.  H.  R.,  vol.  zvii,  p.  501. 

>  Rates  of  tho  Customs  House.  Br.  M..  C  40,  b  29  (1690). 

•  Cal.  a.  R..  H.  Ill,  1227-^1.  p.  153  (1229). 
"»  Uber  Albus.  vol.  i.  p.  228  (ca.  H.  Ill  7). 

•  Cal.  Pat.  R..  H.  Ill,  1247-58.  p.  370  (1254);  of.  ibid.,  iii,  204  (1253-54). 

•  Red  Book  of  the  Exoh.,  vol.  iii,  p.  1068. 
■  Hall,  Custom-Rsvenue,  vol.  ii,  pp.  202  ff . 

u  MS.  CSaud.  D,  x.  pp.  182b  ff.  (Sandwich);  Woodruff,  Hist,  of  Foidwioh.  p.  32; 
Ma  K.  R.  Customs,  137/10  (Southampton,  13-14  Ed.  Ill);  ef.  ibid.,  187/11  and  12. 
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the  ports  generally,  in  private^  as  well  as  royal* 
franchise,  one  in  which  the  crown  had  a  special  interest, 
and  never  classed  with  local  customs.  Nevertheless 
it  seems  to  have  partaken  of  the  local  system  in  so  far 
as  local  exemptions  were  concerned.*  It  is  not  improb- 
able that  this  money  duty  on  wine  is  all  that  has 
come  down  to  us  of  a  scavage  originally  due  in  the 
outports  as  well  as  in  London. 

{d)  The  prise  of  wines.  The  prise  of  wines  comes 
to  light  apparently  for  the  first  time  about  1150,  in  the 
regulations  for  the  men  of  Lorraine  coming  to  London. 
"  And  if  it  is  a  ship,  they  wiU  take  two  *  tuns  behind 
the  mast,  and  one  before,  the  best  for  as  much  as  they 
seU  the  mean.  And  the  mean  for  as  much  as  they  sell 
the  worst.  And  if  it  is  a  hulk  or  other  boat,  one  t\m 
before  and  another  behind,  the  best  for  as  much  as 
they  sell  the  mean.  And  the  mean  for  as  much  as  they 
sell  the  worst," ' 

From  this  document  it  appears  that  the  amount 
of  wine  which  the  king  might  take  was  fixed  according 
to  the  size  of  the  ship.  It  is  also  to  be  noted  that  the 
king  was  to  buy  his  wine  at  a  little  below  the  market 
price.  It  is  not  assumed  that  he  will  always  buy  the 
best,  and  indeed  since  some  of  it  would  doubtless  be 
for  his  servants,  why  should  he  have  done  so,  especially 

1  For  exmmple  at  Sudwioh,  in  1219.    Gal.  a.  R.,  H.  UI.  1227-^1.  p.  163. 

*  Aa  at  London.  Hana.  Uikundenbuoh.  toI.  iii.  |  608  (oa.  1150).  Alao  the  ports 
of  Yoricdiirft  (7)  "  Do  Gi.  et  Vila,  et  IXd.  et  ob  de  denariia  oaptU  de  vino.  aoUioet  da 
Tonellomid."  Madoz,  vol.  i.  p.  774  n.  (Miohaelmaa.  UJohntoMid-UntfoDowint). 

•  Uber  Albua.  rol.  i,  p.  228  (o.  H.  Ill  f). 

«  The  Liber  Ordinaoionum.  f.  101  b  (E.  H.  R.,  vol.  xvii,  p.  500)  has  a  ooirupt 
veadinc.    From  the  aiiip  three  tuns  were  due,  and  from  the  hulk  four. 

■  *'  E  si  00  est  chiel,  il  prendrunt  deus  toneU  bas  le  tonge,  e  un  derant,  le  meiUur 
pur  altretant  cum  lorn  yendra  ie  meein.  Et  le  meein  pur  altretant  cum  lom  vendra 
le  peior.  E  si  oo  est  hulk,  u  altie  nef ,  un  tunel  dovant  e  altn  deriere,  le  meillur  pur 
altretant  cum  lum  vendim  le  meien.  E  le  meen  pur  altretant  cum  lom  rendca  la 
peiur."  K  H.  R.,  vol.  zvii.  p.  600.  This  it  a  better  text  than  that  printed  by  RUej 
or  Hdhlbaum.  The  date  given  by  Hdhlbaum  and  Miss  Bateson  is  about  a  century 
eailier  than  that  assigned  by  Riley. 
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when  he  had  to  pay  for  it?  This  regulation^  or 
'^  law ''  as  it  was  called,  was  for  the  king's  benefit,  a 
guarantee  against  extortion  on  the  part  of  the  merchant. 

At  about  the  same  time,  Rouen  received  a  charter 
which  laid  down  the  principle  that  no  wine  duty  was 
to  be  given  in  Rouen  except  wine  itself.^  And  in 
1199,  John's  charter  to  that  town  granted  to  the  citizens 
certain  privileges  but  stated  that  they  should  be  sub- 
ject to  his  prise  of  wines  in  London,  which  was  defined 
as  the  pre-emption  of  only  so  much  wine  as  was  neces- 
sary for  the  king's  use,  that  is  '^  for  his  own  drinking, 
or  for  giving  away  as  he  will,  but  not  for  selling."  * 

The  wine  prise  so  weU  known  in  history  was  the 
recta  prisa.  The  earliest  specific  occurence  found  of 
this  phase  is  of  the  year  1202.'  Whilst  the  prise  of 
1150  was  definite  in  amount,  it  was  not  fixed  as  to 
price.  It  is  probable  that  some  time  in  the  reign  of 
Henry  II  an  assize,  now  lost,  was  issued,  fixing  for  all 
England  the  price  which  the  king  should  pay  for  his 
wine,  15s.  in  Bristol,  and  20s.  elsewhere,^  and  likewise 
standardizing  the  amount  for  all  ships  at  one  tun 
before  the  mast  and  one  after.^  So  that  a  '^  mala 
prisa''  of  wines  would  be  the  pre-emption  of  more 
than  one  or  two  tuns,  either  at  the  r^ular  price  or 
otherwise,  or  the  pre-emption  of  one  or  two  tims  at 
any  other  than  the  "right  prise."* 

Even  at  the  time  of  the  determination  of  the  recta 
prisa^  no  idea  of  a  tax  could  have  prevailed  at  all. 

>  Ch4niel,  Histoin  d«  Rouen,  toI.  i,  p.  241  ff.;  Roood,  Calendar  of  Doeumonta  in 
Fkanee,  voL  i,  pp.  82-83. 

*  Bound,  Calendar  of  Doeumente  in  Franoe.  vol.  i.  p.  86. 

*  "  De  Tinb  pnedictia  nuDam  pruam  eapiaiia.  praeterquam  reetam  prieam  noelram. 
Mados,  ToL  i.  p.  707. 

«  BiS.  K.  R.  Aeoounta,  352/16  (lS-17  Ed.  I);  ibid..  77/18  (8  Ed.  II). 

>  Liber  Cmtumanim,  vol.  i,  pp.  252-253  (53  H.  Ill);  Fleto  (ed.  1647),  80  (ca.  1290). 

*  There  were  taken  for  inetanoe  fkom  Gaaeon  merehanta  27}  tuna  @  20e.,  and  S7| 
tmn  @  2|  maria.  "  ad  opua  noetrum.**    Rot.  Lit.  a.,  vol.  i,  p.  5  (1204). 
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At  the  time  of  the  assize,  20s.  per  tun  would  not  have 
been  much,  if  at  all,  below  an  average  price.^  The 
duty  on  wine  at  the  time  was  not  the  recta  prisa  but 
the  ancient  wine  customs  above  considered.  Time 
brought  about  a  rise  in  prices  and  the  recta  prisa 
became  a  real  tax.  The  recta  prisa  as  a  tax  is  histori- 
cally an  accident.  The  king  became  the  beneficiary 
of  an  unearned  increment. 

The  later  history  of  the  prise  is  well  known.  It  was 
commuted  into  a  money  payment  by  the  merchants 
of  Aquitaine  in  1302,^  and  by  aliens  in  general  in  1302- 
03.*  Only  in  the  eighteenth  century  were  denizens 
freed  from  the  obligation. 

The  simple  facts  of  importance  in  the  early  history 
of  this  prise  have  thus  been  stated.  It  remains  to  be 
seen  what  the  accepted  theory  of  wine  prises  is,  for 
that  theory  is  of  importance  in  so  far  as  it  forms  the 
analogy  on  which  the  general  prise  theory  is  founded. 

Briefly,  this  accepted  theory  is  as  follows.*  Three 
distinct  stages  of  development  are  found.  (1)  The 
first  saw  the  king  piu^chasing  as  much  wine  as  he 
needed  at  a  price  "  far  below "  the  market  value, 
"  at  the  most,  for  half  its  market  value."  *  But  as 
already  seen,  both  the  amount  taken  and  the  price 
were  in  fact  limited,  the  former  fixed  according  to 
the  size  of  the  ship,  and  the  latter  rated  in  definite 
terms  of  the  market  price.  (2)  Whilst  in  the  first 
stage  apparently  aliens  and  denizens  were  limiped 
together,  in  the  second  stage  they  parted  company. 

1  John's  aosise  of  wineB,  1199,  praotioally  our  only  souroe  of  eridenoe,  plaoed  the 
nuucimum  price  of  the  wine  of  Poitou  at  20b.  per  tun,  of  Anjou  at  24b.,  and  of  France 
proper  at  25s.    Hovedon,  vol.  iv,  p.  99. 

*  Carta  de  Libertatibus,  Red  Book  of  the  Exoh.,  vol.  iii.  pp.  1060  tt. 

*  Carta  Mercatoria,  Hall,  Custom-Revenue,  vol.  ii,  pp.  202  ff. 
«  Han,  Custom-Revenue,  vol.  ii,  pp.  90-92. 

»  Ibid.,  p.  63. 
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The  denizens  were  subjected  to  a  prise  definite  in 
amount,  about  a  tenth,  at  the  king's  price.  This 
was  the  recta  prisa.  But  such  is  really  a  misconception 
of  the  term.  The  prise  was  "right,"  not  so  much 
because  it  was  definite  in  amount  (it  had  been  so  before, 
tho  now  that  amount  was  standardized),  as  because  the 
price  per  tun  was  fixed  independently  of  market  price. 
Stubbs  originally  defined  the  recta  prisa  with  approxi- 
mate correctness,*  but  yielding  to  criticism,*  substituted 
the  incorrect  explanation,'  which  has  gained  accep- 
tance in  other  standard  works.* 

Not  only  has  the  recta  prisa  been  wrongly  defined 
as  a  prise  of  wines  at  the  king's  price,  but  it  is  even 
described  as  if  it  were  an  out  and  out  "  taking,'"  or 
seizure  without  payment.*  And  indeed  it  has  been 
remarked  that  ''  it  is  new  to  find  that  the  king  was 
expected  at  one  time  to  pay  for  the  wines  of  his  butler- 
age."  ^  The  prise  was  of  course  first  and  last  a  pur- 
chase of  wines,  differing  from  other  piu^chases  only  in 
that  it  was  official  and  took  place  according  to  prescribed 
rules.  It  is,  again,  a  part  of  the  theory  that,  in  the 
second  phase,  aliens  fined  to  the  crown,  in  the  shape 
of  licence  money,  either  in  a  "  lump  sum  for  the  whole 
cargo,"  or  as  a  "  fixed  toll,"  so  much  per  tun.  Not 
an  iota  of  evidence  is  cited  to  support  this  hypothesis. 
No  trace  of  such  a  toll  has  been  found  accounted  for 
in  the  Pipe  Rolls  or  in  the  Wardrobe  accounts.  And 
up  to  the  time  when  the  men  of  Aquitaine  substituted 

1  Conat.  History  of  England  (ed.  1876).  vol.  ii,  p.  522. 

>  Hall,  Antiquary,  vol.  vi  (1882),  p.  06;  CuBtom-Revenue,  vol.  i,  p.  6. 

•  Gonat.  History  of  England  (4th  ed.)  vol.  ii,  p.  660. 

«  E.  g.,  Cunningham,  Bnglioh  Industry  and  Commeroe  (4th  ed.),  vol.  i,  p.  279. 
»  HaU,  Antiquary,  vol.  vi  (1882),  p.  85. 

•  Onnningham.  English  Industry  and  Commerce  (4th  ed.),  vol.  i,  p.  270;  Meredith, 
Eeonomic  History  of  England,  p.  72. 

'  Bateson.  English  Hist.  Rev.,  voL  zvii,  p.  497. 
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a  money  due  for  the  prise,  the  prise  itself  was  taken.^ 
(3)  For  denizens,  the  third  and  last  phase  (in  this 
theory)  saw  no  change.  They  were  still  subject  to 
the  wine  prise  as  before.  For  aliens,  however,  the 
''commuted  toll"  was  ''fixed.''  But  this  is  an 
impossible  conclusion,  if ,  as  is  here  maintained,  there 
was  no  such  previous  commutation. 

In  sum,  the  prise  theory,  even  as  applied  to  wine, 
where  it  seems  strongest,  will  not  stand  the  test. 
Only  one  shred  of  fact  remains:  alien's  wine  prise  was 
the  progenitor  of  what  was  later  called  butlerage.  To 
enlarge  this  into  a  general  system,  to  give  the  prise  a 
general  application,  is  to  make  the  exception  the  rule. 

But  the  importance,  for  the  present  subject,  of  the 
wine  prise  is  not  only  in  its  connection  with  later 
customs  but  also  in  its  place  in  the  customs  system 
of  its  own  time.  Since  the  prise  was  due  from  imported 
wine  only,*  and  was  impeded  by  the  crown  in  most 
ports  of  England,  it  formed  a  part  of  the  national 
customs  system.  On  the  other  hand,  in  many  ports  of 
private  franchise,  if  not  in  all,  the  prise  of  wines  was 
at  one  time  or  another  in  the  hands  of  the  lord  of  the 
franchise;  for  example,  in  Sandwich,'  Fordwich,* 
Ljmn,*  and  Hull.*    And  it  is  precisely  here  that  we 

>  "  Rotulufl  Guaceri  et  viDorum  de  priaa  venientiuin  ad  divwaos  portua  AngUe." 
M&  K.  R.  Acoounts,  77/10  (29-30  Ed.  I).  In  thU  aceount  the  ahipa  of  Bayonna  mm 
■ubject  to  the  wine  priae.  The  account  iteelf  actually  nina  to  St  Edmund'a  day, 
neuly  two  montha  after  the  abolition  of  the  priae  on  the  wine  of  the  men  of  Aquitaine. 
by  the  Carta  de  Libertetibua.  80  Aug..  30  Ed.  I.  Red  Book  of  the  Ezeh..  r6L  iii,  pp. 
1061  ff. 

•  A  fraeman  of  London,  in  order  to  prove  hia  right  to  exemption  from  the  wine 
priae,  waa  to  awear  that  the  had  bought  the  wine  "  beyond  aeaa."  Rotuli  Seleeli 
(ed.  Hunter),  p.  82  (7  John). 

•  MS.  K.  R.  Customa.  157/12  (oa.  1800);  MS.  CUud.  D.  x,  pp.  182  bff.  Sand- 
wich toUa  were  in  the  poaaeanon  of  Chriat  Church  of  Canterbury. 

«  Woodruff,  History  of  Fordwich.  p.  34.  Tolls  here  bdonged  to  the  monaslacy 
of  St.  Augustine,  Canterbury. 

•  Iynnarchivea,M8.  Ee.6(38Ed.III).  The  baiUff  of  the  biahop  of  Norwich  and 
Roger  de  Monte  Alto  had  no  daim  '*  in  praediotia  prisis  nisi  tantomodo  de  rinia.** 

•  Ma  K.  R.  Acoounta.  78/4a  (^^  Ed.  lU).  "  Exoepting  the  priaea  whieh  the  lofd 
arehbiahop  (of  Yoilc]  coUeota  in  the  afonaaid  port  [of  HuU]  by  the  king's  writ,  the 
euatoms  oo  wines  there  have  wboUy  ceaaed.'* 
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see  the  local  overlap  the  national  system;  provided, 
of  course,  the  lord  of  the  franchise  collected  the  wine 
prise  without  a  special  privil^e  to  that  efifect.  This, 
however,  seems  doubtful,  tho  it  is  certain  that  the 
archbishop  of  York  based  his  rights  in  Hull  upon  an 
Anglo-Saxon  charter  antedating  the  origin  of  the 
prise  itself.^ 

Again,  exemptions  from  the  prise  were  considerable 
in  so  far  as  the  men  of  London  ^  and  the  Cinque  Ports ' 
were  not  liable  in  their  own  ports,  or  in  any  other 
ports  in  England.^  On  the  other  hand,  as  the  accounts 
show,  there  was  no  exemption  for  men  of  the  ancient 
demesne  as  such.  From  this  two  conclusions  follow: 
(a)  the  institution  of  the  prise  does  not  go  so  far  back 
as  the  Conquest,  and  (b)  since  the  men  of  the  ancient 
demesne  were  exempt  from  local  tolls,  the  prise  of 
wines  does  not  belong  wholly  to  the  local  system,  much 
as  the  local  system  may  have  influenced  it.  That  the 
prise  was  in  danger  of  being  treated  simply  as  a  local 
due  is  seen  from  the  fact  that  the  crown  made  special 
efiforts  against  its  collection  on  wines  disposed  of  in 
the  coast  trade.^  This  danger  arose  largely  from  the 
fact  that  the  natiu^e  of  the  national  customs  in  the 
hands  of  the  lords  of  franchises  was  imperfectly  under- 
stood. 

In  brief,  the  wine  prise  may  be  designated  as  essen- 
tially national,  but  considerably  affected  by  the  local 
system. 

>  Cftl.  a.  R.,  Ed.  m.  vol.  i.  pp.  61-62  (1327). 

•  Rotuli  Sdeoti  (ed.  Hunter),  p.  82  (7  John);  cf.  Red  Book  of  the  Exoh.,  vol.  iii. 
p.  1036.    '*  Forefeng." 

•  Gal.  a.  R.,  Ed.  I.  vol.  i,  p.  22  (1273);  Gel.  Gh.  R..  Ed.  I,  vol.  ii.  p.  344  (1290). 

«  "  Only  the  cittysene  of  London,  and  those  of  the  V  ports  are  exempt  from 
priaace,  but  no  other  engliehe."  MS.  Harl.  1878.  fol.  162  (oa.  17th  cent.).  Cf.  Ma 
K.  R.  Accounts.  84/27  (23  H.  VII):  86/3  (8-9  H.  VIII) ;  87/25  (4  A  5-6  A  6  P.  ft  M. 

•  E.  g..  Gal.  Gl.  R..  H.  lU.  vol.  iii.  p.  420  (1237). 
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If  the  description  of  the  above  several  dues  is  correct, 
there  existed  in  the  twelfth  century  or  earlier  a  more 
or  less  complete  set  of  national  customs,  some  of  which 
continued  locally  down  to  modem  times,  but  most  of 
which  early  but  gradually  sank  into  desuetude  before 
the  later  and  better  known  customs.  This  was  facili- 
tated by  the  great  rise  of  prices  in  the  thirteenth 
century,^  which  reduced  the  importance  of  the  existing 
customs  and  made  the  introduction  of  others  possible. 
Their  decay  was  furthered  by  the  fact  that  no  special 
machinery  had  been  created  for  their  supervision. 
Hand  in  hand  with  this  went  the  all-powerful  localism 
of  the  time.  Following  the  first  group,  the  local  customs, 
was  this  second  set  of  ''ancient  customs,"  hitherto  un- 
recognized, which,  however,  are  those  mentioned  in  the 
Magna  Carta,  Carta  Mercatoria,  and  other  documents 
of  the  period. 

Once  this  anal3rsis  of  the  ancient  customs  is  accepted 
there  is  no  room  for  the  prise  theory  with  its  accom- 
panying commutations  and  indefinite  tolls.  A  faithful 
student  of  the  medieval  financial  history  of  England 
has  expressed  some  impatience  with  the  accounts  of 
the  ancient  customs.  "  We  have  heard,"  he  writes, 
"  of  imposts  of  10  per  cent  and  7i  per  cent  (tenths 
and  fifteenths)  on  divers  articles;  of  a  primeval  duty 
of  4d.  or  8d.  on  the  tun  of  winea;  of  the  king's  Prisage 
of  wines.  .  .  But  the  notices  were  too  scattered  to 
enable  us  to  give  any  connected  view  of  the  whole."  * 
The  account  of  the  customs  given  above  explains  why 
they  are  "scattered;"  nothing  else  is  to  be  looked  for 
in  the  dehri8  left  by  the  conflict  of  systems  and  ideas, 
local  and  national. 

1  This  subject  will  raceiv«  special  trefttment  on  another  oooasion. 
>  Ramsay,  Dawn  of  the  Constitution,  p.  814. 
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IV 

The  Customs  Experiment  of  King  John 

The  well-kno^Ti  fifteenths  of  history  have  been 
either  tallages  or  general  taxes  on  moveables.  The 
fifteenth  of  John,  of  interest  here,  an  innovation  and 
experiment  of  that  king,  was  an  ad  valorem  tax  on 
foreign  trade  imposed  by  the  crown  and  of  general 
application  throughout  England.  It  has  already  been 
seen  that  the  fifteenth  as  a  prise  commutation  is  a 
myth,  and  the  statement  that  "  customs  on  general 
merchandise  were  collected  in  the  shape  of  a  fifteenth 
or  other  sum  levied  very  much  as  a  toll  or  licence  to 
trade,"  *  is  beside  the  mark.  The  fifteenth  was  neither 
licence  money,  nor  was  it  found  except  for  a  few  years 
in  the  reign  of  John.  The  fifteenth  was  likewise 
not  on  "  both  lands  and  goods," '  but  on  goods  alone 
and  only  when  exported  or  imported.  Apart  from 
the  historians  quoted,  apparently  only  two  have  more 
than  noted  the  fifteenth,  —  Madox,  who  printed  some 
accounts,'  and  Faber,  who  gave  a  summary  of  the 
regulations.^  Otherwise  this  notable  attempt  of  John 
to  found  a  new  customs  system  seems  to  have  been 
forgotten.  At  the  time  when  John  was  in  desperate 
straights  for  money  and  daily  losing  ground  in  France, 
he  not  only  resorted  to  irregular  levies  upon  articles  of 
trade,  but  also  introduced  the  new  ad  valorem  tax,  the 
fifteenth.  This  made  its  appearance,  more  precisely, 
June  4,  1203.    It  probably  disappeared  sometime  be- 

I  Stubbs,  Gout.  History  of  England  (4th  ad.),  vol.  ii.  p.  550. 

*  Thompton.  CoUeotioDt  of  Boston,  p.  101. 

>  History  uid  Antiquitiet  of  the  Exohequer,  rcl.  i»  pp.  771-773. 

*  Acnnehuti  in  England,  pp.  02-04. 
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tween  the  ninths  and  twelfth*  years  (1207-10)  of  the 
same  reign. 

The  Great  Winchester  Assize  of  Customs,  which 
outlines  the  whole  system,  was  enrolled  as  a  letter 
patent,  and  is  among  the  earliest  of  its  kind  preserved 
in  England,  tho  the  original  roll  is  in  places  now  much 
less  legible  than  the  printed  document.'  The  essential 
features  of  the  new  system  may  be  briefly  sununarized. 
It  was  decreed  "  by  the  advice  of  our  liegemen  "  that 
all  merchants  shall  pay  to  the  king  a  fifteenth  of  their 
merchandise  exported  or  imported;  that  in  each  port 
six  or  more  collectors  be  elected  who  are  to  be  under 
the  control  of  the  chief  custodians  of  the  fifteenth; 
that  the  usual  machinery  of  conunon  chest,  tallies, 
and  chirographs  be  adopted;  that  special  provision  be 
made  for  coast-traders,  who  are  to  find  security  for  the 
performance  of  their  legitimate  functions;  *  and  that 
the  exportation  of  victuals  and  other  specified  com- 
modities be  forbidden  unless  under  licence. 

Altho  but  little  importance  is  to  be  attached  to  the 
phrase  "  by  the  advice  of  our  liegemen,"  still  its  pres- 
ence indicates  that  some  attempt  was  made  to  secure 
the  sanction  of  officials  or  magnates.  From  the  phrase 
as  it  stands,  one  may  conclude  that  probably  only  the 
narrower  group  of  magnates,  those  immediately  about 
the  king,  rather  than  any  large  assembly  assented  to 
the  plan.    This  is  the  more  likely  to  have  been  the  case 

i  London's  exemption.    Madox,  vol,  i,  p.  773  n. 

>  Account  of  the  custodians  of  the  sea-ports  (and  of  the  fifteenth),  omitting  all 
mention  of  the  fifteenth.     Madox,  vol.  i,  pp.  773-774. 

•  Rot.  Lit.  Pat.,  vol.  i,  pp.  42-44. 

*  For  the  working  out  of  this  provision,  see  Abbreviatio  Placitorum,  p.  94  (temp. 
John,  year  unknown).  A  Jury  of  the  men  of  Portsmouth  gave  evidence  conoeming 
three  ships  leaving  their  port:  one  was  from  Roofaelle  and  had  paid  the  fifteenth,  the 
second  came  from  Exeter  and  bore  a  certificate  tliat  the  fifteenth  had  been  paid  at 
Dartmouth,  and  the  third  was  from  Winchclsea  with  wine,  of  which  pledges  bad  been 
taken  (as  guarantees  in  the  coast  trade). 
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as  the  king  was  at  the  time  waging  war  on  the  Con- 
tinent. 

The  system  was  evidently  regarded  as  a  perma- 
nent institution.  No  time  limit  occurs  in  the  assize; 
special  machinery  was  established;  and  in  the  ninth 
year  of  John,  London  paid  a  fine  of  200  marks  to  be 
freed  from  payment.* 

In  the  creation  of  the  special  machinery  for  carrying 
out  the  assize,  the  later  and  more  permanent  system 
of  customs  was  anticipated  at  many  points.  Col- 
lectors (baili£fs)  took  the  money,  and  had  charge 
of  the  machinery  generally.  Comptrollers  kept  a  coun- 
ter-roll and  in  other  ways  acted  as  a  check  upon  the 
bailiffs.  Accounts  were  turned  in  to  the  exchequer 
and  coast  certificates  were  issued,  as  at  a  later  date. 

Since  contemporary  historians  passed  over  in  silence 
this  experiment  in  customs  establishment,  which  might 
be  expected  to  have  aroused  their  attention,  one  is 
inclined  to  question  whether  the  system  was  ever 
put  to  a  test.  But  the  summary  accounts  of  the  money 
collected,  enrolled  in   the  Pipe  Roll,*  dispel  such  a 

i  Madoz,  vol.  i.  p.  773  n. 

t  Cknnpotus  WOlolmt  de  Wroteham  Archidiaooni  de  Tanton  et  Reginald  de  Corn- 
hull  et  Willelmi  de  FumeO  de  Quindena  Mercatorum  per  porUia  maria: 

Newcaatle    £l68    6  11  Orfoid    £    11    7    0 

Jam«w  42  17  10  IpewicU  7  11    7| 

Cotun   0  11  11  Colchester      16  12    8 

Whitby  0    4    0  Sandwich 16    0    0 

8caxtx>ro  22    0    4i  Dover 82    6    1 

Hedun    60    8    4  Rye 10  18    5| 

Hull    344  14  4}  Winchelaea   62    2    41 

York   176    8  10  Peveneey    1     1  llj 

Sdby  17  11    8  Seaford 12  12    2 

lineolu  657  12    2  Shoroham 20    4    9 

Barton 33  11     9  Chichester    23     6    7 

Ymmingham 18  16  lOi  Southamptoo   712    3    71 

Grimsby  91  15    OJ  Exmouth    14    6    3 

Boston 780  15    3  Dartmouth  3    0    0 

Lynn  6611111  Esse  7    4    8 

Yarmouth    64  15    6  Fowey  48  15  11 

Norwich  6  19  10  London   836  12  10 

Dunwich    6    4    9  Total  4958    7  3i 

MS.  Pipe  RoU,  L.  T.  R.,  No.  60*  memb.  12  b  (20  July,  1203-30  Nov..  1206). 
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doubt.  For  the  first  time,  we  find  recorded  the  "  cus- 
toms of  England/'  ^  in  reference  to  indirect  taxes  on 
trade.  This  was  not  a  mere  phrase;  it  was  a  reality. 
Nearly  all  England  was  embraced;  and  besides,  only 
goods  of  export  or  import  were  liable  to  the  duty. 
Coastwise  trade  was  specifically  exempt,  and  no 
provisions  existed  for  the  collection  of  the  fifteenth 
elsewhere  than  on  the  sea-coast  by  the  custodians  of 
the  ports  and  their  agents. 

But  the  fifteenth  did  not  wholly  rise  above  the  pre- 
vailing practice  of  the  time:  it  suffered  to  some  extent 
from  exemptions,  as  did  the  earlier  set  of  dues,  for,  as 
has  been  seen,  both  denizens  (Londoners)  *  and  aliens ' 
secured  freedom  from  paying  the  tax. 

Since  none  of  the  details  of  the  "taking  oflf"  of 
the  system  have  come  down  to  us,  we  are  left  to  con- 
jecture the  causes.  Two  features  may  be  pointed  out: 
the  high  rate,  6f  per  cent,  about  three  times  the  local 
rate;  and  the  comparative  freedom  from  local  exemp- 
tion. This  latter  was  at  once  its  strength  as  a  system, 
and  its  weakness  in  that  it  ran  counter  to  the  localism 
of  the  period.  It  is  probable  that  the  whole  system 
degenerated  into  one  of  extortionate  licence  fees. 
The  maltolts  of  the  Great  Charter  were  doubtless  the 
fees  for  licences  mentioned  in  the  Assize  of  Winchester. 

>  *'  Gonsoetudiiuw  Angliae."  Rot.  lit.  Pat..  48  b. 

s  Madoz,  vol.  i,  p.  773  n. 

*  **  Rex,  eto.,  WiUelmo  de  Wiotham  et  aooiet  Buia  «te.  Mandamua  toImb  quod 
quietas  mereatorM  de  Norweg  quindana  de  meroandiaia  auia."  A  Sep.,  6  Jobs,  Hot. 
LH.a.,T0l.  i.  p.  7a. 


Digitized  by 


Google 


CUSTOMS-REVENUE  OF  ENGLAND  147 


Conclusion 

During  the  period  1215-75,  there  were  thus  three 
prominent  customs  features,  (a)  local  customs,  (6) 
semi-national  customs,  and  (c)  a  revival  or  continuance 
of  John's  irregular  levies  upon  articles  of  trade,  a 
practice  systematic  only  in  its  irregularity,  and  in  no 
way  leading  to  a  customs  establishment. 

We  are  now  in  a  position  to  draw  up  a  list  of  the 
customs  according  to  the  classification  here  adopted. 

Schedule  of  customs: 

I.  Local  (about  8th  century  onwards) : 

(a)  For  general  use,  custuma  ville. 
(6)  For  a  service,  e,  g.  pesage. 

(c)  For  a  privilege,  e,  g,  strandage. 

(d)  For  a  utility,  6.  g,  murage. 
II.  Semi-national  (about  1050  onwards): 

(a)  Lastage. 

(b)  Scavage. 

(c)  Ancient  wine  customs. 
{d)  Prise  of  wines. 

III.  National  (from  1203  and  1275  onwards) : 
(a)  Customs  of  King  John. 
(6)  Customs  of  1275. 

(c)  New  Customs  of  1302-03. 

(d)  Wool  subsidy.  1  irregular, 

(e)  Tonnage  and  poundage.  J  Ed.  Ill  following. 

Until  1203,  we  may  say,  all  efforts  to  establish  a 
national  customs  system  failed  because  of  the  strength 
of  local  organization.  The  system  was  set  afoot  but, 
where  it  did  not  die  out  through  lack  of  trade  or  other 
imfavorable  condition,  it  was  modified  to  fit  in  with 
an  all-pervading  localism. 

Between  1203  and  1347,  the  crown  gradually  did 
establish  a  national  system  apart  from  the  local  system, 
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but  the  progress  was  uphill,  and  accompanied  with  many 
reverses.  John's  attempt  at  erecting  a  complete  sys- 
tem was  never  repeated.  Henry  III  adopted  to  some 
extent  the  device  of  irregular  pre-emptions  of  certain 
goods  for  sale  again.  No  success  attended  his  e£forts 
to  erect  this  into  a  system.  At  the  same  time  licence 
fees  continued  to  be  exacted  from  denizen  and  alien 
merchants.  But  this  too  was  not  systematized,  indeed 
never  was  in  EngUsh  history,  except  in  the  reigns  of 
John  and  Elizabeth.  It  was  only  in  1275  that  the 
comer  stone  of  the  later  and  well-known  system  was 
laid,  tho  the  scope  of  the  grant  of  that  year  was  very 
limited.  One  other  stone  was  laid  by  the  Carta  Mer- 
caioria  in  1302-03,  but  only  aliens  were  subject  to  the 
new  customs  imposed.  The  rest  of  the  structure  was 
left  for  Edward  III  to  erect,  and  for  his  successors  to 
consolidate.  The  work  was  done  only  by  strong  hands 
and  piecemeal,  but  it  was  done  surely;  no  local  privi- 
leges were  allowed  to  stand. 

The  earlier  set  of  customs  had  some  chance  of  living 
on  just  because  they  were  localized.  The  later  ones 
brought  on  violent  reactions  because  the  local  system 
found  no  place  within  the  new  scheme.  Privileged 
burghers,  especially  those  of  London  and  the  Cinque 
Ports,  did  not  like  the  prospects  of  paying  indirect 
taxes  where  formerly  they  had  been  wholly  exempt. 
Only  in  the  case  of  the  parliamentary  grant  of  1275 
did  the  local  hierarchies  acquiesce  without  struggle. 
The  combined  forces  of  decadent  localism  and  nascent 
constitutionalism  stood  out  against  financial  innovation. 
The  reactions  of  1215, 1258, 1297,  1303,  1311,  and  1347 
are  landmarks  in  the  conflict. 

It  is  not  a  solecism,  as  Gilbert  maintained,  to  speak 
of  the  origin  of  the  customs,  if  we  mean  the  national 
customs  system.    That  origin  is  to  be  found  in  definite 
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duties  imposed  on  foreign  trade  at  remote  dates.  The 
acts,  assizes,  and  ordinances  promulgating  those  duties 
are  now  lost.  Indeed  anyone  who  tries  to  read  the 
letter  patent  calling  John's  system  into  existence  will 
realize  by  how  narrow  a  margin  that  document  escaped 
oblivion.  The  different  national  customs  constituted 
definite  mile-posts,,  the  exact  position  of  which  is  now 
unknown,  and  their  very  existence  discovered  only 
from  their  remains.  Only  the  local  customs  were  in 
origin  customary.  These  supplied  both  the  name  and 
the  example  for  the  national  customs.  In  the  national 
system  the  great  innovations  were  the  levying  of 
duties  by  the  king  in  his  poUtical  capacity,  and  the 
conception  of  a  foreign,  as  distinct  from  a  local,  trade, 
a  theory  clearly  laid  down  in  1203  and  plainly  put 
into  execution.  The  only  surprising  feature  about  these 
early  customs  is  just  that  they  were  national  at  so 
early  a  date.  That  they  were  so  in  the  time  of  John 
and  at  the  Conquest  clearly  shows  that  the  idea  was 
conceivable  and  conceived.  But  before  the  dominating 
particularism  of  the  times,  these  customs  were  trans- 
formed into  something  different,  tho  where  they  sur- 
vived at  all  they  never  quite  lost  their  identity.  The 
first  great  chapter  of  national  customs  history  is  a 
vital  part  of  the  development  from  the  local  to  the 
national  economy. 

N.  S.  B.  Gras. 
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FRANKFORT-ON-THE-MAIN : 
A  STUDY  IN  PRUSSIAN  COMMUNAL  FINANCE 

SUMMARY 

Reasons  for  the  selection  of  Frankfort-on-the-Main  for  special  study, 
150.  —  Important  changes  introduced  by  the  Konununalabgabenge- 
setz,  153.  —  Provisions  of  the  K.  A.  G.  on  the  apportionment  of  the 
local  tax  burden  among  the  several  kinds  of  taxes,  155.  —  Restrictions 
placed  upon  the  conunimities  in  the  levying  of  general  income  taxes, 
157.  —  The  taxes  on  incomes  from  land,  buildings,  and  trade,  158.  — 
Rules  on  the  disposition  of  the  proceeds  of  the  several  taxes,  161.  — 
The  Prussian  Income  Tax,  163.  —  The  general  tax  rate,  169.  —  The 
special  tax  of  Frankfort,  170.  —  The  introduction  of  taxes  on  real 
estate,  based  on  market  value,  173.  —  The  Frankfort  special  tax  on 
unimproved  properties  (Landsteuer),  174.  —  The  house  tax  (Haus- 
steuer),  176.  —  The  super-tax,  a  survival  of  a  tax  on  rentals,  176.  — 
The  Frankfort  W&hrschaftsgeld,  a  combination  of  transfer  tax  and 
increment  value  tax,  178.  —  The  imperial  increment  tax  (Reichs- 
zuwachssteuer),  185.  —  Its  non-adaptability  to  piuposes  of  imperial 
taxation,  187.  —  The  Prussian  trade  tax  (Gewerbcsteuer),  187.  — 
The  Frankfort  special  ordinance,  189.  —  The  Betriebssteuer,  191.  — 
The  department-store  tax  (Warenhauasteuer),  193.  —  Other  taxes, 
195.  —  Percentages  of  the  total  tax  returns  contributed  by  the  chief 
taxes,  196.  —  No  special  tax  on  incomes  from  capital  investments,  197. 
—  Fees  and  special  assessments,  199. 

PART   I 

Tffls  study,  undertaken  with  a  desire  to  learn 
something  of  the  finances  and  the  financial  adminis- 
tration of  the  Prussian  municipalities,  has  resolved 
itself  in  large  part  into  a  special  study  of  the  financial 
system  of  tide  city  of  Frankfort-on-the-Main.  There 
are  several  reasons,  both  general  and  particular, 
which  seem  to  justify  the  selection.  To  cite  first 
a  general  consideration:  it  appeared  better  to  concen- 
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trate  the  attention  upon  one  city,  rather  than  to 
summarize  cursorily  the  sources  of  income  and  the 
character  of  the  expenditures  of  a  large  number  of 
cities,  showing  bewildering,  tho  frequently  unimportant, 
variations  in  detail.  Furthermore,  such  a  special 
study  can  be  made  to  subserve  a  general  purpose, 
for,  despite  the,  in  many  respects,  large  powers  of 
the  Prussian  communities,  they  are  all  subject  to 
the  provisions  of  the  Kommunalabgabengesetz  ^  which 
prescribes  far-reaching  regulations  and  restrictions 
in  matters  of  financial  legislation.  As  a  result,  there 
has  been  brought  about  a  measure  of  uniformity 
which  is  at  any  rate  sufficiently  great  to  enable  one 
in  a  specific  instance  to  detect  marked  ''  variations 
from  the  norm." 

There  remain  to  be  stated  the  particular  reasons 
why  Frankfort-on-the-Main  was  selected  for  purposes 
of  investigation.  In  the  first  place,  the  city,  under 
the  guidance  of  an  able  and  energetic  mayor  (i.  e. 
the  Oberbttrgermeister),  a  student  of  finance,  holding 
very  decided  opinions  concerning  matters  of  municipal 
taxation,  has  made  some  unique  experiments  in  the 
taxation  of  real  estate,  and  has  itself  engaged  in  real 
estate  operations  of  impressive  magnitude.  Likewise 
in  the  development  of  mimicipal  industries,  in  the 
extensive  control  acquired  through  ownership  of 
public  service  corporations,  the  city  affords  material 
of  especial  interest.  In  fact  it  may  be  asserted  in 
advance  that  although  Frankfort  probably  possesses 
no  institutions  that  are  not  common  to  a  greater  or 
less  number  of  other  Prussian  cities,  it  presents  from 
the  point  of  view  of  variety  and  degree  of  development 
an  advanced  type  of  communal  activity.  For  pur- 
poses of  generalization  this  is  all  the  better,  as  so 

1  Hereafter  abbreviated  K.  A.  O. 


Digitized  by  VjOOQ IC 


152  QUARTERLY  JOURNAL  OF  ECONOMICS 

many  more  opportunities  for  comparison  or  contrast 
with  the  practices  elsewhere  prevalent  are  offered, 
and,  at  the  same  time,  a  very  satisfactory  composite 
picture  for  the  study  in  hand  is  available. 

The  independent,  self-sustaining  character  of  the 
civic  life  is  another  advantage  for  present  purposes. 
The  municipality  has  not  suffered  the  one-sided  de- 
velopment of  certain  other  rich  residential  cities,  such, 
for  example,  as  the  Berlin  suburbs;  nor  has  its  develop- 
ment been  interfered  with  by  the  presence  of  central 
administrative  activities,  as  in  Berlin  itself.  More- 
over, Frankfort  has  had  to  contend  with  all  the  prob- 
lems that  beset  a  rapidly  growing  city  —  one  whose 
population  has  more  than  trebled  in  the  course  of 
thirty  years  (1880-1910),  increasing  over  43%  during 
the  decade  from  1900  to  1910.  In  1910,  the  city  had 
414,576  inhabitants,  in  1880,  only  136,831.^  Under 
such  circiunstances  there  is  more  Ukelihood  of  finding 
a  progressive  financial  policy  striving  to  adapt  itself 
to  local  changes  and  to  local  growth. 

It  may  well  be  that  the  developed  civic  consciousness 
evidenced  by  the  multifarious  municipal  activities 
of  Frankfort  is  in  part  a  product  of  its  long  and  not 
remote  past  as  a  Free  City.  It  has  had  centuries  of 
independent  political  development.  It  had  the  begin- 
nings of  a  separate  communal  administration  before 
the  close  of  the  Hohenstauffen  period.  Its  position  as 
an  Imperial  City  (Reichsstadt)  was  assured  before  the 
end  of  the  fourteenth  centiuy,  and  in  the  fifteenth, 
it  had  attained  to  political  and  commercial  importance 
of  the  first  rank.  The  partial  loss  of  its  prestige  as  a 
great  trading  center  was  later  recompensed  by  the 
world  wide  prominence  which  the  Rothschilds  acquired 

1  Statlstisohe  J«hrMAbenioh(en  der  Stedt  Frankfurt  a.  M.  Auagabe,  1910-11, 
p.  11.  Part  of  this  inoraaae  ia  due  to  th«  inoorporation  of  suburbs;  31,400  due  to  tha 
inooiporation  of  11  suburbs,  April  1. 1910. 
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during  the  Napoleonic  Wars.^  Primarily  through 
their  operations^  the  city  became  an  important  inter- 
national banking  and  stock-exchange  center  —  a  posi- 
tion which  it  held  during  the  first  half  of  the  nineteenth 
century.  The  incorjwration  of  the  city  into  the 
Prussian  monarchy  came  in  1866,  at  the  time  of  the 
war  with  Austria,  and  since  then  the  ever-increasing 
centralization  of  economic  as  well  as  administrative 
activities  in  Berlin  has,  of  course,  detracted  from  Frank- 
fort's one-time  unique  position  as  an  international 
banking  center.  Nevertheless  the  banking  interests 
still  play  an  important  r61e,  and  on  account  of  its 
^cpanding  trade  and  commerce  the  city  has  also  to 
be  reckoned  with.  Such  a  history  can  fairly  be  expected 
to  give  to  the  inhabitants  a  somewhat  greater  initiative 
than  is  usually  found,  and  to  make  them  readier  to 
assume  new  administrative  responsibiUties  involving 
large  expenditures. 

A  consideration  of  the  main  provisions  of  the  K.  A.  G.* 
is  an  indispensable  introduction  to  any  study  of  Prus- 
sian communal  finance,  whether  it  be  of  a  general  or 
of  a  special  nature.  The  law,  which  was  passed 
July  14,  1893,  and  went  into  effect  April  1,  1895, 
introduced  changes  of  unquestioned  moment  into 
the  tax  systems  of  both  state  and  communal  govern- 
ment. The  state,  which  had  previously  drawn  a 
revenue  from  four  distinct  sources  of  direct  taxation: 
general  incomes  (Einkommensteuer),  incomes  from 
land-holdings  (Grundsteuer),  incomes  from  buildings 

t  QeMliichte  der  Haadelakamm«r  lu  Frankfurt  a.  M.  (1707-1908).    Last  notion 


t  Cf.  KomiwinalahiabengMeto.  edited  by  Adiokes  and  Woell,  Berlin.  1911;  alao  ef. 
Schriftan  dee  Vereina  flkr  Soeialpolitik.  No.  127.1,  1910,  "  Die  Entwioklung  dee  Qe- 
mejndeabgabenweeena  in  den  preuieiaehen  StAdten  unter  der  Hemchaft  des  Kom- 
mimalahgahengeeeteea  '*  by  O.  Landaberg.  Also  of.  Soluriften  des  Vereine  fOr  Sooial- 
politik,  No.  126  (1908)  *'  Daa  heuti«e  Gemeindebesteuenmgaeyatem  in  Preuasen  unter 
beaonderer  Beraeksiehtigung  des  Westens  der  Monarohia  "  by  E.  Sohois. 
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(Gebaudesteuer),  and  from  trades  (Gewerbesteuer), 
relinquished  its  right  to  the  three  last  named  taxes 
in  favor  of  the  communities.  As  a  means  of  supplement- 
ing the  proceeds  from  the  sole  remaining  direct  tax, 
a  new  supplementary  tax  (Erganzungssteuer)  was 
introduced  —  a  general  property  tax,  whose  rates 
are  very  low,  however,  the  primary  aim  being  to 
reach  funded  incomes,  which  had  hitherto  escaped 
special  taxation.*  It  was  hoped  by  freeing  lands, 
buildings,  and  trades  from  taxation  by  the  Prussian 
government  that  the  local  political  units  would  be 
encouraged  to  draw  more  heavily  upon  these  som-ces 
and  to  lighten  the  excessive,  in  some  instances  well- 
nigh  unendurable,  inroads  which  they  were  making 
upon  the  incomes  of  their  citizens  through  the  income 
tax.  Richard  Kaufmann  in  his  book.  Die  Komr 
munalfinanzen,  gives  certain  statistics  to  illustrate 
the  inequality  of  the  burden  of  direct  taxation  in  the 
cities,  prior  to  the  passage  of  the  K.  A.  G.'  In  cities 
with  over  10,000  inhabitants  (1891-92)  the  local  taxes 
amoimted  to  127,900,000  marks,  of  which  sum  103,- 
900,000  m.  (8U%)  was  raised  in  the  form  of  a  general 
income  tax,  and  only  16,700,000  m.  (13.1%)  from 
the  other  three  sources  of  direct  taxation.*  Of  the 
205  cities  belonging  to  this  group,  58  raised  an  income 
tax  varying  in  amount  from  200  to  300  per  cent  of 
the  sum  demanded  by  the  state  in  the  taxation  of 
incomes,  while  13  levied  a  tax  exceeding  300  per  cent 

>  With  this  end  in  view,  the  tax  rate  is  naturally  low,  the  tax  beginning  with  prop- 
erty valued  at  more  than  0,000  m.  to  8,000  m.  (inclusive)  (tax  3  m.)  and  rising  until 
it  reaches  30  m.  for  60,000  m.  -70,000  m.  Property  valued  at  over  200,000  to  230,- 
(XX)  m.  (inclusive)  pi^s  a  tax  of  100  m.,  and  for  each  further  20.000  ra.  or  fraction 
thereof  an  additional  tax  of  10  m.  is  imposed.  As  will  be  seen,  the  tax  rate  is  not 
progressive. 

Of.  Ergftnxungssteueiigeflets,  which  went  into  effect  April  1,  1895. 

>  Cf.  Richard  v.  Kaufmann,  Die  Kommunalfinansen.  vol.  ii,  p.  297.     Leipsig.  1906. 
*  In  the  smaller  cities  the  situation  was  not  very  different. 
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of  the  state  imposition.  For  these  last  named  13 
cities,  for  example,  that  meant  payment  of  more  than 

16  per  cent  of  the  assessed  income  to  state  and  local 
authorities  in  the  case  of  incomes  subject  to  the 
highest  rate;  and  for  all  incomes  of  9,500  m.  or  more, 
taxes  exceeding  12%  of  the  total  income.  Of  the  58 
cities  previously  mentioned,   18  raised  no  land  tax, 

17  no  house  tax,  and  38  no  trade  tax. 

In  order  to  protect  its  own  sources  of  revenue, 
and  at  the  same  time  to  insure  a  partial  shifting  of 
the  burden  of  commxmal  taxation,  the  state  has  made 
provision  in  the  K.  A.  G.  for  the  maintenance  of  a 
certain  balance  among  the  various  forms  of  direct 
taxation.  Such  part  of  the  financial  need  as  has  not 
been  covered  by  indirect  taxes,^  fees  (Gebiihren)  and 
special  payments  or  assessments  (Beitrage)  must  be 
distributed  as  follows.*  The  proceeds  of  the  so-called 
"  Realsteuern ''  (i.  e.  the  taxes  on  the  income  from 
lands,  buildings,  and  trades),  estimated  as  percentages 
of  the  amount  that  would  have  been  raised  by  the 
state  under  the  state  tax  laws,  must  represent  a  per- 
centage addition  at  least  equal  to,  and  at  most  one 
and  one  half  times  as  great  as,  the  percentage  addition 
to  the  state  income  tax.  That  is,  if  a  community 
imposes  a  100%  super-tax  (Zuschlag)  upon  the  state 
income  tax,  the  other  direct  taxes  must  amount  to  at 
least  100%  and  at  most  to  150%  of  the  sums  that 
would  have  been  collected  by  the  state  had  it  con- 
tinued to  raise  the  land,  building,  and  trade  taxes.* 
So  long  as  these  last-named  taxes  do  not  exceed  100% 
of  the  state  tax,  the  income  tax  need  not  be  drawn  on 

>  K.A.  G.,|l.  |2. 

'  Cf.  K.  A.  G.,  S  64  to  S  60.     Verteilung  dea  Steuerbcdarfs  auf  dio  verschiodenou 
Steucrarten. 

'  Cf.  later  discuMion  conocrniDg  these  taxee. 
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by  the  communities,  or  it  may  be  assessed  for  less 
than  100%  of  the  state  tax.  If  the  "real"  taxes 
are  burdened  with  a  super-tax  exceeding  150%,  and 
the  local  income  tax  has  reached  150%  of  the  state 
tax,  it  is  thereafter  permissible  to  raise  the  additional 
amounts  in  such  wise  that  for  each  1%  addition  to 
the  "  real "  taxes,  an  addition  of  2%  may  be  made 
to  the  income  tax.  For  example,  if  the  "  real "  taxes 
equal  175%,  the  income  tax  cannot  be  less  than  116|%, 
and  it  may  go  as  high  as  200%  of  the  state  tax.  As 
a  rule  the  "  real "  taxes  are  not  to  exceed  200%  of 
the  revenues  collectible  imder  the  previously  existing 
state  taxes.*  Deviations  from  these  rules  distributing 
the  tax  burden  must  receive  the  approval  of  designated 
state  officials,  and  are  only  to  be  permitted  for  special 
reasons.  Furthermore,  the  "  real "  taxes  are  to  be 
drawn  on  for  equal  percentual  additions  to  the  several 
state  taxes.  Here  arises  a  difficulty:  the  communities 
are  permitted  a  considerable  latitude  in  the  introduction 
of  special  taxes  on  land,  buildings,  and  trade,^  and  where 
such  exist,  the  probable  returns  can  only  be  estimated 
and  then  expressed  as  percentages  of  the  amounts 
that  would  have  been  raised  under  the  state  taxes. 
Such  calculations  will,  of  course,  be  subject  to  error, 
and  furthermore,  the  returns  from  year  to  year  may 
vary  considerably.  Happily,  exceptions  to  the  last- 
mentioned  rule  of  apportionment  are  likewise  per- 
missible, for  special  reasons,  by  authority  of  the 
Minster  of  the  Interior  and  the  Finance  Minister. 
As  a  matter  of  record  the  state  has  been  ready  enough 
to  recognize  the  existence  of  special  reasons  for  modi- 
f}ring  all  these  complicated  rules  of  apportionment;' 

>  The  ezeeptioDS  to  thia  rul«  «n,  hoirevw,  numeroiw. 
»  a.  K.  A.  G..  I  25  and  S  29. 

>  [Dr.  Fkeond,  Ministerium  des  Innern.]    The  aim  ie  to  prerent  too  heavy  taxation 
of  inoomee.    OtherwiM,  no  very  eet  ruloe  are  followed. 
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but  the  fact  remains  that  it  is  invested  with  such  wide 
powers  of  supervision  that  it  would  appear  possible, 
were  the  state  authorities  so  minded,  to  refuse  to  approve 
any  or  all  the  special  laws  which  the  conununities 
are  conceded  the  right  to  pass. 

In  the  case  of  the  income  tax,  the  communal  bodies 
are  generally  confined  to  the  levying  of  percentage 
additions  to  the  state  tax,  and  that  without  alteration 
of  the  income  classification;  ^  that  is,  if  a  city  raises 
for  its  own  use  an  addition  of  200%  to  the  state  tax, 
it  must  take  from  each  tax  payer  200%  of  the  sum 
for  which  he  is  assessed  by  tiie  state,  irrespective  of 
the  size  of  his  income,  be  it  900  or  100,000  marks. 
As  critics  have  pointed  out,  the  result  is  a  dispropor- 
tionately heavy  addition  to  the  burden  borne  by  the 
smaller  incomes,  for,  altho  as  a  matter  of  percentages, 
the  relations  remain  unaltered,  the  additional  absolute 
sum  to  be  paid  is  much  more  hardly  defrayed  out  of  the 
slender  free  income  of  the  smaller  tax  payer  than  is 
the  absolutely  much  larger  sum  demanded  of  the 
well-to-do  tax  payer.  Nevertheless,  the  K.  A.  G. 
expressly  forbids  the  cities  to  make  changes  in  the 
tariff  in  favor  of  the  smaller  incomes,  while  admitting 
the  possibility,  with  the  approval  of  the  state,  of  alter- 
ing the  tariff  to  the  disadvantage*  of  the  lower  income 
classes.'  The  reason  for  this  prohibition  lay,  no 
doubt,  in  the  fear  that  the  cities  might  be  induced  to 
levy  too  heavily  upon  the  higher  incomes,  thereby 
increasing  the  incentive  to  evasion  of  tax  payments 

i  K.  A.  O..  S  96. 

*  Thia  eUuae  probably  has  no  praotioal  importance.  The  state  would  hardly  give  its 
oonsent  to  any  change  that  would  altor  the  ezisttng  tax  rates  at  the  expense  of  the  less 
weli-to^.  In  no  ease  can  the  rate  of  taxation  be  higher  for  the  lower  than  for  the 
upper  income  dasaes.  Cf.  K  A.  G..  S  37.  It  is  provided  that  special  hioome  taxes, 
existing  at  the  time  of  the  passage  of  this  law,  may  for  iiartioular  reasons  be  approved, 
even  the  not  in  eonf ormity  with  the  provisions  of  the  law.  The  special  income  tax 
of  Fhmkfort  will  be  discussed  later. 
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and  consequently  diminishing  the  returns  received  by 
the  state  from  this  source. 

Since  the  Prussian  communities,  with  the  exception 
of  a  few  favored  cities,  among  them  Berlin  and  certain 
of  its  suburbs,  such  as  Charlottenburg  and  Deutsch- 
Wilmersdorf,  still  raise  local  income  taxes  in  excess, 
frequently  very  much  in  excess  of  100%  of  the  state 
tax,  the  state  has  extensive  powers  of  supervision,  as, 
according  to  the  provisions  of  the  K.  A.  G.,  all  such 
super-taxes  require  the  approval  of  specified  state 
officials. 

Altho  the  Prussian  state  has  ceased  since  1883  to 
tax  incomes  under  900  marks,  the  conununities  are 
still  permitted  to  draw  on  the  lesser  incomes  with  the 
reservation,  however,  that  the  tax  shall  not  exceed, 
and  may  be  less  than  certain  sums  expressly  specified 
in  the  law.^  Surprising  tho  it  may  seem,  the  cities 
take  advantage  of  these  permissive  clauses,  frequently 
taxing  incomes  of  not  more  than  420  marks  per  year 
(roughly  $105).  The  incomes  ranging  from  420  to 
660  marks  were  tax  free  (in  1910)  in  only  24  cities. 
There  were  just  16  cities  which  taxed  no  incomes  under 
900  marks.* 

The  other  direct  taxes  which  today  are  much  more 
important  sources  of  income  to  the  Prussian  cities 
than  formerly  (i.  e.  the  Grund-,  Gebaude-  and  Gewer- 
besteuem)  were,  as  has  been  said,  relinquished  by  the 
state  in  favor  of  the  conmiunal  bodies.'  The  existing 
machinery  for  the  assessment  of  these  taxes  was,  how- 
ever, retained.  This  reform  of  1893,  therefore,  eflFected 
a  separation  of  state  and  communal  revenues  in  all 

1  K.  A.  O.,  i  38.  Tax  up  to  and  including  420  m.:  f  %  but  not  to  exceed  1.20  m. 
420-660  m.  (indusire) :  2.40  m.    Over  660  m. :  4  m. 

t  Of.  Kommunaks  Jahrbuoh,  1011-12,  p.  030. 

*  Of.  Qeeets  wegen  Aufhebung  direkter  Staatesteuern  vom  14.  Juli  1803  (Preuaaen) . 
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cases  save  that  of  the  mcome  tax,^  and  excluded  thereby 
from  collection  for  state  purposes,  taxes,  which,  in  their 
nature,  however  carefully  administered,  could  not  be 
made  consonant  with  the  principles  of  justice  when 
applied  to  so  extensive  an  area  as  the  Prussian  state. 
The  taxes  on  lands,  buildings,  and  trade  were  very 
nearly  pure  types  of  objective  taxation,  levied  on 
incomes  from  particular  objective  sources  of  revenue, 
without  regard  to  the  individual  circumstances  of  the 
tax  payer  —  so  much  so,  that  debts,  mortgages,  etc., 
give  no  ground  for  exemptions  or  deductions.  The 
land  tax,*  for  example,  was  originally  so  levied  as  to 
bring  in  a  fixed  absolute  sum,  the  amounts  to  be  con- 
tributed by  the  various  land  owners  being  contingent 
upon  the  productivity  of  the  several  parcels,  regard 
being  had  to  the  manner  of  cultivation  and  the  quality 
of  the  soil.  The  measure  of  productivity  was  as 
impersonal  as  possible  —  the  average  that  could  be 
obtained  from  similar  property  assuming  an  ordinary 
degree  of  ability  and  usual  methods  of  cultivation. 
Even  the  smallest  and  most  mortgage  burdened  prop- 
erties cannot  escape  under  such  a  system. 

The  tax  on  buildings  (Gebaudesteuer)  •  was  also 
levied  according  to  objective  use  value.  In  those 
cities  and  localities  where  the  majority  of  houses  were 
rented,  the  income  (use  value)  of  the  buildings  includ- 
ing the  courts  or  gardens  appurtenant  was  to  be 
measured  by  the  average  yearly  rental  obtained  during 
the  preceding  10  years.  In  the  country  districts, 
other  measures  had,  of  course,  to  be  employed,  as 

>  The  ErsfinsunflBsteuer  is  raaerved  absolutely  to  the  state. 

>  Cf.  Gesets,  betraffend  die  anderweite  Regelung  der  Grundsteuer,  21.  Mai  1861. 
Berlin,  1861.  Amtliche  Ausgabe. 

*  Gesets,  betreffend  die  EinfQhning  einor  allflemeinen  GebAudesteuer.  21.  Mai 
1861.    BerUn.  1861.  AmUiohe  Ausgabe. 


Digitized  by  VjOOQ IC 


160  QUARTERLY  JOURNAL  OF  ECONOMICS 

mze,  construction,  relation  to  land-holdings,  etc.  For 
dwellings,  the  tax  was  4%  of  the  so-estimated  use-value, 
for  buildings  employed  for  business  or  industrial 
piuposes,  2%.  The  law  did  make  provision  for  certain 
reductions  where  the  returns  were  very  slight  and  for 
exemptions  in  case  a  building  remained  unrented  an 
entire  year. 

The  trade  tax  (Gewerbesteuer)  ^  which  was  reformed 
in  1891  made  much  more  allowance  for  individual 
differences,  losing  the  character  of  a  rigidly  objective 
tax,  altho  the  law  still  made  no  deductions  for  interest 
on  debts  incurred  for  business  pmposes. 

It  is  clear  that  under  such  a  system  inequalities 
and  hardships  must  have  been  great  and  frequent, 
increasing  in  proportion  as  modem  credit  relations 
began  to  play  an  important  r61e  in  agriculture  and 
industry.  The  transfer  of  these  taxes  to  the  com- 
munities has  a  certain  justification,  theoretical  and 
practical,  even  where  the  rigidity  of  the  older  state 
laws  remains  unaltered.  The  difficulties  of  correct 
assessment  are  much  less  on  the  one  hand,  and  on  the 
other  the  failure  to  make  allowance  for  subjective 
differences  can  be  more  convincingly  defended  by 
appeal  to  the  benefit  theory  of  taxation  than  imder 
the  older  system  of  state-wide  taxation.  As  a  matter 
of  fact,  the  K.  A.  G.  permits  the  introduction  of  special 
taxes  on  lands,  buildings,  and  trade  or  business  under- 
takings, measured  by  practically  any  standards  which 
the  communities  choose  to  adopt.  It  becomes  possible, 
therefore,  to  consider  the  disabilities  of  individual 
tax  payers,  to  grant  exemptions,  to  make  frequent 
revisions  of  assessments,  etc.  But  no  special  tax  can 
make  very  full  allowance  for  such  subjective  individual 
differences,  nor  would  it  be  considered  desirable  that 

>  Gewerbcsteuergeaeta  vom  24.  Jimi  1801  (Prouason). 
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it  should.  Indeed,  the  particular  taxes  under  dis- 
cussion represent  a  deliberate,  tho  partial^  applica- 
tion of  the  principle  of  taxation  according  to  benefits, 
in  contradistinction  to  the  general  income  tax,  based 
primarily  upon  ability  to  pay.  As  the  cities  may 
assess  owners  of  adjacent  property  to  help  defray 
the  costs  of  laying  a  new  street,  why,  it  is  asked,  may 
not  these  special  taxes  be  regarded  as  payments  (in 
the  nature  of  assessments)  for  special  benefits  which 
the  real  estate  owner  or  the  shop-keeper,  for  example, 
derives  from  the  existence  of  certain  communal  activi- 
ties, which  increase  the  rents  of  his  land  or  the  returns 
from  his  business,  as  the  case  may  be  7 

In  the  rules  laid  down  for  the  application  of  the 
proceeds  of  the.  various  taxes,  one  is  again  aware  of 
the  emphasis  placed  upon  the  r^ulation  of  taxation 
with  reference  to  benefits  received.  The  proceeds 
of  the  income  tax,  for  example,  are  to  be  used  as  far 
as  possible  to  defray  such  expenses  as  inure  to  the 
benefit  of  the  whole  body  of  the  citizens;  for  example, 
the  costs  of  the  schools,  poor  and  sick  relief,  public 
safety,  general  administration.^  The  returns  of  the 
oth^  taxes  are  to  be  devoted  to  purposes  which  are 
especially  advantageous  to  house  and  land  owners, 
business  and  industrial  interests.  For  outlays  made 
for  the  sake  of  all,  but  inuring  especially  to  the  advan- 
tage of  owners  of  real  property,  as,  for  example,  expen- 
ditures for  canalisation  and  for  the  fire  department, 
both  the  income  tax  and  the  ''  real "  taxes  are  to  be 
drawn  upon.  Of  course  these  rules  are  by  no  means 
hard  and  fast,  nor  could  they  be,  especially  as  outlays, 
which  in  certain  cities  may  fairly  be  said  to  be  under- 
taken for  the  benefit  of  the  whole  people,  are  elsewhere 

>  Tbe  sUte  tries  to  im>vide  th«t  }  of  luoh  exponditurM,  at  oDy  rate,  ahaU  be  met  by 
the  proceeds  of  tbe  inoome  tax.  [Dr.  Fkeundl;  also,  Anweisunc  siir  AuaflUminc  des 
K.  A.  G.  Tom  la  U^  1894. 
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of  distinct  advantage  to  especial  interests.  These 
provisions  serve,  however,  as  a  guide  to  the  central 
authorities  in  determining  whether  or  not  a  city  is 
justified  in  increasing  the  income  from  this  instead  of 
that  taxable  source;  and  the  approval  of  a  tax  ordi- 
nance may  be  refused  on  the  ground  that  these  principles 
have  been  ignored  in  distributing  the  burden  of  taxa- 
tion. 

The  communities  are  also  empowered  to  levy  certain 
indirect  taxes,^  altho  the  Imperial  law  of  1902,*  which 
went  into  force  in  1910,  has  severely  limited  the  field 
of  indirect  taxation,  so  far  as  excise  taxes  are  concerned. 
But  it  must  be  kept  in  mind  that  in  Prussia  the  dis- 
tinction between  direct  and  indirect  taxes  is,  for 
administrative  purposes,  a  formal  one,  depending 
upon  the  way  the  tax  is  levied  —  whether  it  be  a 
regularly  recurrent  imposition,  levied  by  means  of 
assessment  rolls  of  names,  or  a  payment  dependent 
upon  particular  acts  or  circumstances,  and  levied  by 
means  of  tariffs  or  schedules  of  charges.*  The  admin- 
istrative classification  by  no  means  corresponds  with 
the  best  scientific  usage,  which  bases  the  distinction 
between  direct  and  indirect  taxes  upon  the  determina- 
tion of  their  incidence.  In  Prussia,  for  example,  the 
increment  tax  is  classified  as  indirect,^  notwithstanding 
the  firm  belief  of  its  advocates  that  the  tax  cannot 
be  shifted  by  the  original  land  owner  to  a  subsequent 
purchaser.  Indeed,  its  non-shiftability  is  regarded 
as  one  of  its  prime  virtues,  barring  which,  it  fails  of 
its  main  purpose. 

The  K.  A.  G.  also  endeavored  to  increase  the  retiuns 
from  fees  and  special  assessments,  not  only  by  per- 

>  K.  A.  G.  i  13. 

«  ZoDtarifgeseU,  26.  Des.  1902. 

*  Gf.  C.  J.  Bullock,  '*  Direoi  and  Indiraet  Taxes/'  Pol.  Soi.  Quarteriy,  vol.  13,  pp. 
463-464,  for  diwusBion  of  this  Mlminiatntiv<s  dassifiestioo,  prevalent  in  Europe. 

*  Cf.  R.  Brunhuber,  Die  Wertsuwaofassteuer,  p.  64,  Jena,  1906. 
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missive  clauses,  but  by  enjoining  the  collection  of 
special  payments  in  particular  instances.  But  these 
sections  of  the  law  can  best  be  elaborated  in  connec- 
tion with  a  discussion  of  the  development  in  Frankfort, 
where  the  fee  system  has  attained  an  especially  interest- 
ing degree  of  refinement. 

As  has  been  explained,  the  Prussian  law  regulating 
the  taxation  of  incomes  for  the  benefit  of  the  state 
likewise  furnishes  the  basis  for  all  communal  income 
tax  ordinances.  It  is  therefore  necessary  to  examine 
its  provisions  in  some  detail  in  order  to  understand 
the  tax  system  of  any  particular  community.^  The 
machinery  for  assessments  and  collections  has  been 
called  into  being  by  the  state,  and  for  purposes  of 
communal  taxation,  a  mathematical  calculation  prac- 
tically suffices.^  The  method  of  assessing,  based  on 
official  estimates  and  personal  declarations,  is  in  marked 
contrast  to  the  English  practice  of  collection  at  the 
source  when  possible.'  The  respective  merits  of  the 
two  systems  have  long  been  the  subject  of  controversy. 
Does  or  does  not  the  German  system  accomplish 
its  purpose  as  eflFectively  ?  Are  evasions  greater  or 
less?  One  can  only  draw  inferences,  as  who  can 
estimate  the  extent  of  evasions,  where  the  possibility 
of  concealment  exists?  There  are  constant  complaints 
that  the  larger  incomes  escape,  and  efforts  are  at 
present  being  made  to  increase  the  penalties  for  false 
declarations,  substituting  imprisonment  for  money 
fines,  and  further  requiring  employers  to  give  the  names 
and   addresses  of  those  of  their  employees  having 

>  Cf .  Einkommensteuergeaets  uod  BrgftnsungBsteuergeaeiB,  in  der  Faisung  vom  10. 
Junl  1906  (with  chances  introduced  June  18, 1007  and  May  20. 1000). 

>  Of  courae  there  is  not  absolute  identity  of  the  tax  fwyinc  indiyiduals.  The  stata 
may  aomethnes  leave  free,  where  the  local  units  tax,  and  vice  vena. 

>  For  an  account  of  changes  in  the  English  law,  which  necessitate  a  partial  aban- 
donment of  the  principle  of  stoppage  at  the  source:  Cf .  E.  R.  A.  Seligman,  **  Recent 
Tax  Reforms  Abroad.  I,"  Pol.  Science  Quarterly.  September.  1013,  pp.  457-458. 
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incomes  exceeding  3,000  marks.^  (Returns  are  already 
required  for  those  having  lesser  incomes.)  It  has  also 
been  suggested  that  compulsory  book-keeping  be 
introduced  for  all  persons  having  incomes  exceeding 
a  certain  specified  sum,  say  3,000  marks.  An  examina- 
tion of  the  declarations  now  required  of  the  tax  payer 
almost  convinces  one  that  accurate  retiums  are  impos- 
sible without  resort  to  some  such  proceeding,  and  yet 
to  expect  that  every  man  whose  income  reaches  a 
certain  sum  will  be  able  to  book  his  letums  and  expen- 
ditures properly  is  to  assume  a  high  degree  of  general 
intelligence  on  the  part  of  the  citizens. 

The  administrative  machinery  for  the  assessment  of 
the  tax  is  complicated.*  In  the  first  place  there  is 
a  commission  of  preliminary  estimate  (Voreinsch&t- 
zungskommission)  which  is  composed  of  certain  mem- 
bers appointed  by  the  central  government,  and 
others  elected  by  the  local  assemblies.  The  members 
hold  their  positions  6  years,  every  3  years  one-half 
the  number  relinquishing  office.  The  elective  members 
(constituting  the  so-called  "  greater  half ")  are  as 
far  as  possible  to  represent  various  classes  of  income. 
This  body  examines  tax  lists,  secures  information 
through  its  chaiiman  concerning  tax  payers,  and 
definitively  fixes  the  sums  to  be  demanded  of  those 
receiving  incomes  between  900  and  3,000  marks.  For 
this  group  of  tax  payers,  a  personal  declaration  is 
not  required.*  The  completion  of  the  assessments  is 
made  through  the  Veranlagungskommission  (assess- 
ment commission),  similarly  composed  of  elective 
and  appointive  members.    The  chairman  has  to  secure 

1  Gf.  EinkominenBCeueraovelle,  18.  Jan.  1012. 

•  Gf.  ibid.,  i  82  to  i  43. 

s  Th0  tax  KMyen  with  thflM  uatJUi&r  ineomM  niimb«nd  16.710,000  out  of  •  total 
of  lO.OOOfOOO  penoiui  sobjoot  to  tho  inoomt  tax  in  1010. 
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as  full  information  as  possible  concerning  the  property 
and  income  of  the  tax  payer.  Those  persons  whose 
income  is  thought  to  exceed  3,000  marks  can  be  ordered 
to  return  a  declaration.  Whenever  an  income  state- 
ment appears  doubtful,  state  and  communal  officials 
have  the  right  to  inspect  books,  documents,  deeds, 
records,  etc.,^  and  to  make  excerpts.  The  tax  payer  is 
first  given  an  opportunity,  however,  to  explain  obscuri- 
ties and  present  proofs.  If  the  conmiission,  after  ques- 
tions and  examinations,  is  still  doubtful,  it  can  take  the 
responsibility  of  estimating  the  amount  of  the  income 
itself.*  Probably  this  method  works  better  in  Prussia 
than  it  would  in  other  states  in  which  official  inquiry 
into  private  affairs  is  not  recognized  as  so  much  a 
matter  of  course,  and  the  public  conscience  has  not 
been  subjected  to  such  hard  training.  American 
experience  with  the  general  property  tax,  with  the  result- 
ant practical  immunity  from  taxation  of  personalty, 
makes  one  suspicious  of  a  system  depending  largely 
for  success  upon  the  co-operation  of  the  tax  payer. 
In  Prussia  there  exists  apparently  a  disposition  to 
believe  that  the  system  is,  on  the  whole,  adapted  to 
the  particular  national  conditions,  however  little 
suited  it  may  be  to  those  of  other  countries. 

The  Berufimgskommission  (conmiission  of  final 
appeal  for  tax  payers  with  incomes  under  3,000  marks), 
and  the  Oberverwaltungsgericht,  the  highest  admin- 
istrative court,  hear  appeals  in  case  of  dispute.  The 
latter  court  investigates  merely  the  law,  and  does  not 
revise  the  facts  of  the  case.* 

>  An  esamination  of  the  reoordfl  of  the  oity  saviaga  banka  is  not  permitted,  how^ 
over.    A  lieenaed  eraaion,  to  all  appearances. 

*  Tbe  BMHWin lints  for  the  Brginsnngwteuer  are  made  by  this  same  commission 
without  pievions  assessment  by  the  VoieinsohAtsuDcskommissioiu  There  are,  however, 
committees  of  sstimate  subject  to  the  Veranlsmngi1rommiaBk>n«  Of. 
stenerBeseta.  U  »  to  38. 

•  Binkommensteiieriesots,  1 48  ff. 
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The  declaration,  which  the  tax  payers  are  themselves 
required  to  fill  out,  provides  for  a  separation  of  the 
returns  from  (a)  capital  investments,  (6)  lands,  rentals, 
etc.,  including  the  rental  value  of  a  house  occupied 
by  its  owner,  (c)  trade  and  industry,  (d)  other  gainful 
occupations.^  Certain  deductions  are  permitted:*  for 
example,  returns  from  inheritances,  gifts,  etc.,  of  an 
extraordinary  nature,  sales  of  land  (if  the  latter  are 
not  undertaken  as  a  business  or  for  purposes  of  specu- 
lation) are  regarded  as  additions  to  the  capital  or 
property  of  the  tax  payer.  The  inteiest  on  mortgages 
and  other  debts  is  subtracted  from  the  taxable  income, 
and  allowance  is  also  made  for  necessary  costs  of 
maintenance  of  the  income  source,  among  other  things, 
the  siuns  "  regularly "  set  aside  for  depreciation  of 
buildings,  machinery,  etc.,  are  to  be  deducted.  As 
to  just  what  percentage  of  income  is  to  be  carried  to 
depreciation  account  is  left  to  the  tax  payer  to  decide, 
and  however  conscientious  he  may  be,  the  decision 
must  be  difficult.  There  are  also  certain  individual 
personal  exemptions  —  the  amoimt  paid  out  in  taxes 
on  land,  buildings,  business  enterprises  may  be  de- 
ducted to  a  sum  equal  to  100%  of  the  state  Gnmd-, 
CJebaude-  and  Gewerbesteuern  (the  "real"  taxes); 
also  payments  for  sickness,  old  age,  accident,  and  life 
insurance  to  an  amount  not  exceeding  1,200  marks.' 
Finally  the  so-called  "  Kinderprivileg "  has  led  to 
reductions  which  deprive  state  and  local  governments 
of  a  very  considerable  revenue.^ 

There  are  certain  checks  upon  these  returns  pro- 
vided by  the  records  for  the  Gewerbesteuer  (trade 

1  Einkommensteuergeeeti,  f  6.  *  Ibid.,  f  8. 

*  The  mazimvon  allowance  ia  600  m..  for  life  inmiraiioe  and  600  m.  for  all  oUier 
forma  of  inauranoe. 

«  Cf.  EinkommenateuergeMts,  f  19. 
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tax)  aod  the  GruDdsteuer  (land  tax).  The  state 
continues,  furthennore,  in  possession  of  its  great  land 
register  (Grundkataster)  which  aids  materially  in 
verifying  declarations  of  income  obtained  from  land- 
holdings.  For  the  income  from  capital  investments, 
of  course,  individual  statements  must  be  relied  upon 
largely,  as  well  as  in  the  case  of  salaried  and  profes- 
sional persons  whose  incomes  are  a  very  variable 
quantity.  It  is  hard  to  conceive  of  a  system  imder 
which  such  incomes  would  not  in  part  escape  their 
share  of  the  tax  burden,  altho  the  funded  incomes 
can  be  forced  in  part  to  contribute  indirectly  through 
taxation  of  corporations. 

Persons  whose  incomes  are  taxable  in  several  dif- 
ferent communities  are  protected  against  double 
taxation  in  the  following  way.  That  part  of  the 
income  derived  from  real  property  —  lands,  buildings, 
business  establishments  —  is  to  be  taxed  for  the  benefit 
of  those  conmiunities  from  which  the  income  is  drawn; 
the  rest  is  taxable  in  the  city  or  place  of  residence. 
The  rate  of  assessment  is,  however,  based  on  the  total 
income  and  not  on  the  amount  locally  received.  If 
the  proportion  of  income  taxable  in  the  place  of  resi- 
dence is  less  than  one-foiuiJi  of  the  total,  a  full  fourth 
can  be  taxed  and  afterwards  corresponding  deductions 
must  be  made  from  the  returns  to  other  communities.^ 

Stock  companies  (Aktiengesellschaf ten)  are,  curiously 
enough,  dealt  with  as  private  persons.*  Like  private 
persons,  they  may  make  deductions  for  the  interest 
paid  on  their  debts,  as  bond  issues  for  example.  Theo- 
retically, the  practice  is  certainly  unsound,  altho 
it  may  work  no  great  actual  injustice  in  Prussia. 
Certainly  in  the  United  States  where  the  working 
capital  of  so  many  corporations  has  been  provided 

1  K.  A.  G..  1 49  ff.  s  EiDkommentteuorgewta,  f  15. 


Digitized  by 


Google 


168  QUARTERLY  JOURNAL  OF  ECONOMICS 

either  wholly  or  in  part  through  bond  issues,  there 
seems  no  reasonable  ground  for  such  a  distinction. 
However,  questions  as  to  whether  the  corporations 
might  not  be  tempted  to  increase  their  bond  issues 
as  a  means  of  reducing  their  tax  payments,  simply 
elicited  the  reply  that  tiiey  show  no  such  tendencies, 
interest  rates  being,  in  general,  too  high.^  Furthermore, 
as  the  laws  governing  incorporation  contain  severe 
provisions  against  stock  watering,  the  need  of  supple- 
menting the  capital  stock  by  the  proceeds  of  bond 
issues  is  not  present. 

The  corporate  net  returns,  beginning  with  an  income 
of  900  marks,  are  taxed  at  the  same  rate  fixed  for  the 
income  of  private  persons,  with  the  reservation  that 
for  purposes  of  state  taxation,  a  smn  amounting  to 
an  interest  return  of  3i%  on  the  paid-in  share  capital 
is  permitted  to  go  free.*  The  owners  of  shares  in 
such  companies  are  forbidden  to  make  deductions 
in  their  own  tax  declarations  for  the  interest  from 
such  investments,  and  are  to  that  extent  subject  to 
double  taxation.* 

As  the  income  tax  is  a  subjective  tax,  designed  to 
reach  persons  in  proportion  to  their  ability  to  pay, 
it  seems  ill-adapted  to  purposes  of  corporate  taxation, 
there  being  no  necessary  connection  between  the 
opulence  of  the  corporation,  and  the  financial  cir- 
cumstances of  its  individual  members.  In  fact,  such 
a  tax  even  in  the  case  of  most  prosperous  corporations 

1  [Dr.  Freund,  Minbterialdinktor,  Ministerium  des  Innem,  and  ProfaMor  Bering, 
Univ.  Beriin.] 

*  For  purpoees  of  oommunal  taxation  thia  exemption  is  not  permitted. 

s  Companies  with  limited  liability,  but  non-stoclc  issuing  (GeeeUsoiiaften  mit 
besohiftnlcter  Haftung)  an  tamd  at  a  somewhat  higher  rate  by  the  state.  But  as 
compensation,  the  tax  pajrer  oan  deduct  the  income  from  such  investmente  from  his  tax 
declaration  made  to  the  state.  For  purposes  of  oommunal  taxation,  the  owners,  not 
the  company,  are  taxed  on  their  respective  sliares  of  the  net  returns,  the  returns  being 
treated  as  income  from  trade  or  business  sources.  There  seems  to  be  no  particular 
reason  for  treating  these  corporations  in  a  different  fashion  from  the  stock  companies. 
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may  work  positive  injury  by  unduly  burdening  the 
smaller  share-holders.  If  it  be  replied  (as  it  is)  that 
the  tax  is  intended  as  a  privilege  tax,  it  can  only  be 
held  to  be  an  imperfect  measure  of  the  value  of  the 
privilege.  A  much  better  test  for  such  a  purpose  is 
provided  by  the  new  Wisconsin  income  tax,  which 
grades  the  tax  progression,  not  according  to  the  actual 
amount  of  the  income  but  according  to  the  amount 
of  the  income  in  relation  to  the  size  of  the  capital 
investment;  ^  that  is,  a  corporate  income  of  $100,000, 
if  it  represent  but  a  4%  investment  is  taxed  at  a  lesser 
rate  than  a  $10,000  income  representing  a  6%  return. 
As  a  privilege  tax,  the  latter  proceeding  is  unques- 
tionably more  logical. 

The  general  tax  rate  for  private  persons  and  for 
corporations,  which  begins  with  .6%  in  the  case  of 
incomes  of  900  marks  advances  through  ten  classifica- 
tions to  2%  for  incomes  of  3,000  marks,  reaching  2.2% 
(4,200  m.),  3%  (9,500-30,500  m.),  and  attaining  its 
highest  rate  4%  for  incomes  of  100,000  marks  or  more. 
Since  the  "temporary"  increase  of  1909  incomes 
of  3,000  m.  pay  2.2%;  4,200  m.,  2.4%;  9,500  m.,  3.3%; 
30,500  m.  3.6%;  and  100,000  m.  or  more,  5%.*  As  will 
be  at  once  apparent,  the  progression  is  very  unequal, 
and  for  the  great  intermediate  income  classes  (9,500- 
30,500  m.)  there  practically  exists  no  progression  — 
indeed  there  is  none  imder  the  fixed  tariff,  apart  from 
the  "temporary"  (?)  increases  introduced  in  1909. 
Furthermore,  no  distinction  is  made  between  fimded 
and  unfunded  incomes,  altho  as  has  been  suggested, 
the  Erg&nzungssteuer  may  be  regarded  as  providing 
for  the  special  taxation  of  the  former.    Altho  the  tariff 

1  Of .  T.  a  Adams,  "  Tbe  WiseoiisiB  Inoome  Tax/'  American  Eoonomio  lUnrkm, 
Doe.  1011. 

s  Theee  temporary  inoreaaw  were  only  granted  for  8  year*.  They  will,  no  doubt, 
have  to  be  permanently  incorporated  into  the  law  and  the  whole  reworked. 
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is  not  high,  it  must  be  remembered  that  for  purposes 
of  estimating  the  burden  borne  by  the  tax  payer, 
the  percentages  must  always  be  doubled,  frequently 
tripled,  and  sometimes  quadrupled,  since  the  com- 
mimal  income  taxes  have  to  be  considered.  Altho 
the  communities  are  not  permitted  imder  the  provisions 
of  the  K.  A.  G.  to  introduce  anew  special  income 
taxes,  nor  to  alter  the  rates  of  taxation  to  the  dis- 
advantage of  the  larger  incomes,  special  laws  previously 
in  force  might  be  presented  for  approval.  Such  a 
special  law  exists  in  Frankfort-on-the-Main  and  pro- 
vides for  marked  reductions  in  the  case  of  incomes  of 
10,500  marks  or  less.  Incomes  up  to  and  inclusive 
of  900  marks  are  tax-free.  Those  from  901-3,000 
marks  are,  on  the  basis  of  a  100%  addition  to  the 
state  tax,  taxed  at  70%  of  the  normal  rates;  3,001- 
6,000  marks  at  80%;  6,001-10,500  marks  at  90%; 
and  for  all  higher  incomes  the  regular  tariff  holds.^ 
In  other  words,  the  progression  is  much  more  accen- 
tuated in  Frankfort  than  in  other  Prussian  cities,* 
which  are  expressly  forbidden  the  introduction  of  a 
tariff  which  would  make  the  progression  greater  than 
it  is  under  the  state  law. 

Frankfort  long  figured  among  those  fortunate  com- 
munities which  raised  an  addition  of  just  100%  to 
the  state  tax,  and  that  only  for  incomes  exceeding 
10,500  marks.  But  the  great  and  growing  financial 
need  has  of  late  years  necessitated  a  rapid  rise  in 
rates,  an  addition  of  5%  to  the  special  tariff  being 
followed  by  an  increase  in  1910  which  brought  the 
tax  up  to  142.8%  of  the  original  rates.  Estimated 
in  percentages  of  the  state  tax,  the  incomes  from  901 

>  Steuerordnims  fOr  die  Oem«indeeinkommensteuer:  BCkrgerbuoh  der  Stadt- 
gemeinde  Frankfurt  a.  M.,  Amtliohe  Aiusabe,  June,  1906. 

>  Altona  also  has  a  speoial  tax  whioh  admits  of  an  inoreaae  in  rates  for  the  higher 
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to  3,000  marks  (inclusive)  are  taxed  by  the  city  at 
99.96%  of  the  rate  fixed  by  the  state.  Incomes  from 
3,001-6,000  marks  pay  at  the  rate  of  114.24%;  6,001- 
10,500,  128.52%;  and  the  higher  mcomes,  142.8%. 
These  percentages  are  based  on  the  state  rates  in  force 
prior  to  1909,  as  the  temporary  increases  cannot 
be  taken  into  accoimt  for  purposes  of  estimating  local 
taxes.^  Despite  the  recent  changes,  the  citizens  are 
as  yet  relatively  favored.  Of  37  among  the  larger 
Prussian  cities,  for  example,  which  increased  the  income 
tax  rate  in  1910-11,  21  raised  a  tax  either  equal  to  or 
greater  than  200%,  in  two  instances  amounting  to 
275%  of  the  state  tax.  Only  4  among  them  had  a 
less^  tax  than  Frankfort,  and  in  the  case  of  Cassel 
(one  of  the  4)  the  percentages  were  lower  only  for 
the  incomes  above  10,500  marks.* 

The  persons  taxed  on  incomes  ranging  from  901  to 
3,000  marks  contributed  1,819,300  marks  —  the  tax 
payers  in  this  group  nimibering  98,359  (1910-11)  — 
while  the  4,394  tax  payers  with  incomes  exceeding 
10,500  m.  contributed  8,756,800  m.  out  of  a  total  of 
12,676,300  m.*  Frankfort  holds  an  exceedingly  con- 
spicuous place  among  the  Prussian  cities  because 
of  the  relatively  great  niunber  of  citizens  enjoying 
large  incomes.  Indeed  approximately  300  individuals 
with  incomes  exceeding  100,000  m.  pay  about  one- 
third  the  entire  income  tax.*  The  amounts  paid  by 
corporate    undertakings    form    a    not    inconsiderable 

>  Cf.  i  9.  Das  Gesets,  betroffend  die  Bereitotellttng  von  Mitteln  lu  Dienatein- 
kommenverbeflMninsen,  vom  26.  Mai  1900. 

*  Cf.  Kommunales  Jahrbuch,  1911-12,  p.  630.  In  the  case  of  Cobleni,  the  per- 
centages were  lower  only  for  the  incomes  above  6,000  m.  Cf .  also  Statistische  Jahres- 
Qbersiobten  der  Stadt,  1910-11,  p.  110. 

*  Statistische  JahresQbersiohten  der  Stadt,  p.  109.  The  statistics  give  not  the  actual 
but  the  oomputed  returns.    They  relate  only  to  physical  penons. 

*  Mora  exactly,  1910-11,  296  penons  paid  3,222,800  m.  out  of  a  total  ooUeeted  by 
the  state  from  the  citisens  of  10,242,500  m.  (i.  e.  only  from  physical  persons).  Ver- 
waltungsbericht  dee  Magistrate  fOr  1910,  Rechnei-Amt,  p.  46  of  the  separate  publication. 
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part  oi  the  whole:  83  local  companies,  145  foreign 
companies,  1  holding  company,  13  registered  associa- 
tions, 15  others,  and  the  Prussian  railway  contributed 
altogether  in  1910-11  a  total  of  2,502,200  m.,  the 
Prussian  railway  alone  paying  269,400  m.*  The 
taxation  of  property  belonging  to  the  central  govern- 
ment, as  in  this  last  mentioned  instance,  is  of  course 
to  be  justified  on  the  groimd  that  when  the  state 
has  made  productive  investments,  those  communities 
which  have  additional  burdens  or  responsibilities 
imposed  upon  them  in  consequence  are  entitled  to 
some  compensation.' 

Altho  the  income  tax  is  now  and  undoubtedly  wiQ 
remain  the  most  important  smgle  source  of  revenue 
for  state  and  communal  purposes,  the  communities 
have  supplementary  sources  of  revenue  which,  taken 
together,  cover  a  variable  but  nevertheless  large 
proportion  of  the  total  financial  need.  Frankfort, 
despite  the  reputation  it  has  attained  for  dealing 
somewhat  harshly  with  its  land  and  real  estate  owners, 
and  despite  the  complaints  of  the  Chamber  of  Commerce 
(Handelskanuner)  anent  the  heaviness  of  such  imposi- 
tions, obtains  a  relatively  small  amount  of  its  income 
from  this  source.  In  1910,  for  example,  only  26.5% 
of  the  total  tax-simi  was  met  by  taxation  of  land  and 
buildings,  including  the  transfer  tax  and  the  increment 
tax.  In  1908,  the  proportion  was  somewhat  greater: 
33%.  In  a  list  of  50  of  the  larger  Prussian  cities, 
graded  according  to  the  percentage  of  income  obtained 
from  this  source  of  taxation,  Frankfort  stands  twenty- 
fifth.'  Altona  obtains  61%  of  its  returns  from  these 
taxes;    Rixdorf,  57.6%;  Schoneberg  and  Charlotten- 

>  Ibid.,  pp.  47,  48  of  the  wparate  publieation  (Sonderabdradk). 

*  K.  A.  G.,  1 45  and  1 47. 

•  KommunalM  Jahxbuch,  1011-12,  p.  648. 
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burg,  46.7%  and  41.2%  respectively;   14  other  citiesy 
over  30%. 

With  a  view  to  restraining  undue  speculation  in 
city  lands  and  with  intent,  furthermore,  to  reach  in 
the  form  of  a  tax,  some  of  the  valuable  properties 
that  under  the  old  system  escaped  wholly  or  in  part, 
miany  German  cities  have  ceased  to  tax  real  estate 
according  to  the  amount  of  the  yearly  returns,  and 
have  taken  advantage  of  the  provisions  of  the  K.  A.  G. 
permitting  the  introduction  of  taxes  based  on  market 
value.^  It  is  a  truism  to  say  that  for  city  properties 
the  capitalized  value  of  such  annual  retiums  (if,  indeed, 
any  exist)  may  deviate  to  any  extent  from  the  selling 
value  of  the  land,  and  immensely  valuable  tracts 
may  be  permitted  to  remain  for  years  undeveloped 
wil^  a  view  to  obtaining  the  ever-growing  value  increase. 
If  there  exists  freedom  from  tax  impositions,  naturally 
the  holding  of  the  land  is  greatly  facilitated.  The 
older  Prussian  ground  and  building  taxes,  based  on 
yearly  retiums  from  the  property,  were  undoubtedly 
the  most  correct  measure  for  coimtry  and  small  town 
holdings  and  for  those  urban  sections  where  building 
lots  were  abundant  and  real  estate  operations  not  of 
a  purely  speculative  nature.  But  with  the  rapid 
growth  and  the  sudden  rise  in  real  estate  values  in 
so  many  Prussian  cities,  the  system  seemed  unsuited 
to  the  new  conditions,  and  the  cities  in  rapid  succession 
have  introduced  taxes  based  on  current  or  market 
values.*    Fifty-five  Prussian  cities  have  such  taxes  — 

1  I  36.  K.  A.  O.  Tbe  oommunUiM  an  ptnnittad  (he  introdueiion  of  ■peoial  tasM 
on  landed  property.  The  aaseasment  can  follow  aooording  to  the  net  returns  or  use 
Talue  of  one  or  more  years,  the  rental  value  or  the  market  value  of  lands  and  buildings, 
aeeoiding  to  local  methods  of  differentiation,  or  a  combination  of  all  these. 

t  Cf.  PreuHisebas  Venraltunciblatt.  82.  No.  25;  June  10. 1910.  What  the  oourts 
mderrtand  by  current  (market)  value  (gemeiner  Wert)  is  the  celling  price,  the  safest 
measure  for  determination  being  the  sums  paid  recently,  either  for  these  or  similar 
properties.  In  general  the  market  value  is  not  to  be  obtained  through  capitalisation  of 
tbe  aetoaOy  achieved  income  on  the  basis  of  the  usual  rate  of  interest.  The  question 
is  what  would  be  paid  for  the  property  under  normal  conditions. 
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a  few,  with  a  view  to  putting  especially  heavy  pressure 
upon  the  owners  of  unbuilt  property,  taxing  the  land 
belonging  to  the  latter  at  a  much  higher  rate  than  the 
improved  property.  In  Charlottenburg,  for  example, 
the  rates  are  5.4  per  1,000  and  2.7  per  1,000  respectively. 
In  other  cities  (not  included  among  the  above  men- 
tioned 55,  which  tax  real  estate  according  to  market 
value  only),  the  tax  according  to  market  value  is  intro- 
duced only  for  the  imbuilt  properties,  and  another 
measure  retained  for  the  improved,  which  are  taxed 
according  to  gross  (rental)  income  or  use  value,  after 
the  fashion  of  the  Prussian  building  tax  (Gebaude- 
steuer).  Frankfort  belongs  to  this  latter  small  group 
which  also  includes  Hanover,  Cassel,  Posen,  Linden, 
Wandsbek.* 

The  special  tax  on  unimproved  properties  which 
Frankfort  levies  according  to  the  market  value  thereof,* 
originally  provided  for  a  tax  rate  of  2  per  1000,  with  a 
rise  to  3  (April  1,  1910),  4  (April,  1915),  until  5 
should  have  been  reached  in  April,  1920.  The  last 
named  rate  applies  at  once  iD  the  case  of  property 
owners  who  have  acquired  possession  since  the  passage 
of  the  law  (cases  of  inheritance  excepted).  But 
property  used  by  its  owners  for  gardening,  agricultural 
purposes,  etc.,  is  taxed  only  at  the  rate  of  2  per  1,000,  pro- 
vided the  value  of  the  land  does  not  exceed  certain  sums 
which  are  high  enough  to  indicate  that  it  is  "  ripe  " 
for  building  purposes.  Furthermore,  parks  and  gar- 
dens belonging  to  dwelling  houses  are  assessed  solely 
under  the  house  tax,  irrespective  of  size  —  no  doubt 
with  a  view  to  preventing  the  sale  of  the  magnificent 
private  gardens  of  which  the  city  is  justly  proud. 

>  Kommunalet  Jahibuch,  1011-13,  p.  631. 

«  n.  Nachtrac  luin  BOrgeibuoh  dw  Stadtgemeinde  F.  a.  M.  Amtiiche  Au«ab«, 
Oki.  1906,  p.  105,  H«u»-  und  lAndsteuer. 
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For  purposes  of  assessment  for  the  land  tax  (Landsteuer) 
the  city  was,  under  the  provisions  of  the  law  as  first 
passed,  divided  into  districts  (Lageklassen)  which  as 
far  as  possible  were  to  contain  properties  of  approxi- 
mately the  same  value.  This  districting  was  to  be 
subjected  to  a  revision  every  three  years,  and  each  year 
an  "  average  "  value  was  to  be  set  for  each  district, 
based  primarily  on  the  selling  prices  obtained  within 
that  particular  area  during  the  preceding  three  years. 
Prices  which  were  the  result  of  especial  and  unusual 
circumstances  were  therefore  not  considered,  the  tax 
being  assessed  on  the  basis  of  the  average  as  determined 
for  each  district.  The  method  was  that  employed 
by  the  state  under  the  "Grundsteuer"  —  the  so-called 
^'  cataster  "  method.  The  difiSculties  and  inequalities 
were,  however,  so  great  as  to  lead  to  changes  in  the  law, 
which  went  into  effect  in  1910,  providing  for  the 
abolition  of  the  existing  classifications,  and  thereafter 
assessments  on  the  basis  of  market  value  for  each 
separate  piece  of  property.* 

The  assessment  conunittee  (consisting  principally 
of  citizens)  has  a  difficult  task  at  best,*  as  is  conceded 
by  the  city  oflBicials.  Even  a  desire  to  be  honest 
and  impartial  can  only  lighten  the  enormous  difficulties 
of  estimating  market  values  —  fluctuating,  and  arbi- 
trary in  their  fluctuations,  as  they  are.  Not  only 
local  but  state  ofi&cials  concede  the  inevitable  injustice 
and  inequalities,  while  asserting  that  such  taxes  are 
nevertheless  to  be  preferred  to  the  older  system  which 
facilitated  the  escape  of  so  many  property  owners, 
whose  inmiunity  was  an  injury  to  the  public  and  an 
undeserved   privilege   to  themselves.    Naturally  the 

>  Dm  Aiiieite-BUtt  der  stAdtlMban  Behdrden,  Fnokfurt  a.  M.  (Jan.  9,  1910), 
p.  26. 

*  Eveiy  property  owner  ia  bound  on  demand  to  give  all  neoeaeary  information 
ooDoenking  tiee  of  land,  rentals,  oontraoti  with  tenantt,  coet  of  aoquiaition,  eto. 
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difficulties  are  greatest  where  the  land-holdings  on 
the  outskirts  of  the  cities  are  still  used  for  gardening 
or  other  agricultural  purposes.  To  tax  such  properties 
at  the  full  rate  would  mean  ruin,  forced  sales  on  the 
part  of  many  depending  for  a  living  upon  their  prop- 
erties, and  by  no  means  desirous  of  giving  up  a  fixed 
income  for  a  speculative  one-time  gain.  Frankfort, 
which  has  recently  incorporated  a  great  many  suburbs 
containing  land  so  utilized,  does  provide  that  such 
properties  be  taxed  at  a  lesser  rate.  In  the  case  of  some 
other  cities,  the  supervising  state  officials  have  been 
obliged,  as  a  result  of  numerous  and  bitter  complaints 
from  gardeners,  small  agriculturists,  etc.,  on  the 
outskirts,  to  enjoin  a  distinction  between  the  tax  rate 
for  land  not  j'^et  ready  for  building,  even  tho  its  value 
has  risen  as  a  result  of  its  situation,  and  other  building 
lots,  and  to  require  that  the  former  be  taxed  at  only 
}  or  f  the  usual  rate.^  To  put  a  land  owner  who 
may  be  without  speculative  intent  in  a  position  where 
he  must  either  sell  or  pay  a  large  tax  on  his  property 
without  regard  to  the  amount  of  the  income  there- 
from is  not  always  in  the  interests  of  an  enlightened 
land  policy. 

The  house  tax,  which  is  separately  assessed,  retains 
the  characteristics  of  the  old  Prussian  Geb&udesteuer, 
the  tax  being  4%  of  the  gross  return  (Rohertrag)  — 
i,  e.  rental  return  including  the  value  of  any  unusual 
services  rendered  by  the  tenant  for  the  benefit  of  the 
landlord.^  In  case  the  occupier  is  also  the  owner, 
the  amount  of  the  rental  as  judged  by  local  conditions 
is  to  be  estimated.  To  this  tax  comes  an  additional 
or  super-tax  in  the  case  of  dwelling  houses  whose 
yearly  rental  value  exceeds  500  marks.    This  tax,. 

1  [Ministerisldirektor  Dr.  Freund.] 

*  1. 6.,  the  tax  equals  4  m.,  for  eaeh  100  m.  or  fraotion  thereof  ezeeeding  50  m. 
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4  m.  for  rentals  of  501-600  m.,  reaches  110  m.  for  rentals 
of  2,700  m.  and  for  all  higher  rentals,  4%.  The  super- 
tax is  a  survival  of  the  earlier  tax  on  rentals  which 
was  raised  in  Frankfort  and  three  other  Prussian  cities 
at  the  time  of  the  passage  of  the  K.  A.  G.^  The 
latter  law  expressly  forbids  the  introduction  of  such 
taxes,*  and  provides  that  the  existing  ones  to  be  re- 
tained must  be  approved  by  the  Minister  of  the  Interior 
and  the  Finance  Minister.'  The  other  cities  later 
relinquished  the  tax  and  Frankfort  eventually  made 
of  it  a  super-tax  on  dwellings  (levied  as  part  of  the 
house  tax)  and  on  buildings  used  for  business,  indus- 
trial purposes  (levied  in  connection  with  the  trade 
(Gewerbe)  tax). 

Altho  the  owner  of  the  property  in  question  is 
alone  responsible  for  the  payment  of  the  house  tax 
the  problem  of  the  incidence  of  the  tax  is  more  a 
matter  of  fact  than  of  law  or  theory.  Some  students 
of  the  housing  problem  in  Frankfort  contend  that 
the  heavy  taxes  levied  according  to  rental  values 
are  actually  borne  by  the  tenants  in  the  payment  of 
higher  rents  —  especially  in  the  case  of  the  smaller 
dwellings,  of  which  there  is  a  dearth  in  the  city.  The 
higher  the  taxes,  the  harder  the  bargains  which  the 
landlords  as  a  result  of  their  positions  as  owners  of 
'*  scarce  "  goods  are  able  to  drive.* 

Two  other  taxes  on  real  estate  have  lately  been 
extensively  introduced  into  the  Prussian  communities, 

1  Cf .  Bdrieibuofa,  Wohn-  und  Mietoteuerordnimg. 

*  K.  A.  a,  1 23. 

*  TaxM  on  renUb  praweJ  haavily  upon  the  tenAnts  least  able  to  bear  them,  by  no 
meena  fulfillinc  the  ezpectatfona  of  thoee  who  thought  them  admirably  adapted  to 
teach  tneomea  in  proportion  to  ability  to  pay.  As,  however,  rental  payments  admit- 
tedly eonttitttte  a  very  much  larger  relative  expenditure  in  the  eaae  of  smaller  inoomea, 
the  tax  waa  really  degreasive  in  ite  worlung. 

«  Whatever  the  reason,  rents  are  said  to  be  unusually  high  in  the  city,  and  out  of  all 
relation  to  the  income  of  the  occupants  of  the  smaUer  dwellings. 

Cf .  E.  Cahn,  Die  Wohnungsnot  in  Frankfurt  a.  M.,  ihre  Ursachsn  und  ihre  Abhllfe.. 
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and  in  Frankfort  they  are  found  combined  in  unusual 
fashion  in  a  single  tax  ordinance,  the  so-called  Wfihr- 
schaftsgeld,  including  the  transfer  tax  (Umsatzsteuer) 
and  the  increment  tax  (Wertzuwachssteuer).  Despite 
the  fact  that  there  is  no  scientific  justification  for 
regarding  these  taxes  as  indirect/  it  is  fortunate, 
judged  from  a  practical  standpoint,  that  administrative 
practice  sanctions  such  a  classification.  One  of  the 
reasons  for  the  introduction  of  these  taxes  was  the 
pressing  need  for  new  sources  of  revenue,  and  if  classi- 
fied as  direct  taxes  limited  by  the  rules  concerning 
the  more  or  less  fixed  relations  to  be  maintained 
among  the  various  forms  of  direct  taxes,  they  might 
displace  in  part  the  existing  communal  taxes  on  real 
estate  holdings,  and  thereby  defeat  their  purpose  to 
a  certain  extent.  Furthermore  the  uncertain  and 
fluctuating  returns  make  it  difficult,  if  not  impossible, 
to  say  what  percentage  of  the  total  income  the  taxes 
in  question  can  be  counted  on  to  produce  within  any 
given  year.  The  proceeds  are  best  devoted,  therefore, 
to  purposes  other  than  the  defrayal  of  the  regularly 
recurring  communal  expenses,  to  meet  which  the 
direct  taxes  are  imposed. 

In  Frankfort,  the  tax  on  land  transfers  (Umsatz- 
steuer) has  a  centuries  long  and  unbroken  history.* 
Since  1867  it  has  been  levied  as  a  communal  tax  on 
every  land  transfer  not  the  result  of  inheritance,  the 
tax  being  based  on  the  value  of  the  land  at  the  time 
of  the  transfer.  In  1904  the  rate  was  raised  to  2% 
and  the  tax  thereafter  combined  with  the  increment 
tax    (Wertzuwachssteuer).'     If    twenty    years   have 

>  The  to-called  "  direct  *'  increment  tax  is  ooUeoted  at  regular  intervals,  instead  of 
being  ooUeeted  only  at  the  times  that  the  property  changes  hands. 

*  For  brief  account  of  its  history  cf.  F.  Adickes,  Studien  aber  die  weitere  Ent- 
wiokelung  dee  Gemeindesteuerwesens  auf  Grund  des  Preussischen  Kommunalabga- 
bengesetses  vom  14.  Juli  1803.    TQbingen,  1894. 

•  Steuerordnung.  das  WfthiBchaftsgdd  betreffend,  19.  Feb.  1904  und  11.  Sept.  1906 
(An  Stelle  der  Stauerordnungen  v.  19.  Feb.  1904  und  17.  Apr.  1906). 
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passed  since  the  time  of  the  last  transfer,  a  super-tax 
is  raised  (abo  introduced  in  1904)  which  is  greater  in 
the  case  of  unimproved  than  of  improved  properties. 
At  present  the  super-tax  is  as  follows:  improved 
property  which  has  been  held  for  at  least  twenty  years 
or  as  much  as  thirty  years  pays  a  super-tax  of  1%  of 
the  price  at  the  time  of  sale.  Over  30  to  40  years,  1  i% ; 
over  40  years,  2%.  The  rates  for  unimproved  prop- 
erties are  :  20-30  years,  2% ;  over  30-40  years  3%, 
etc.,  the  highest  rate  being  6%  for  all  property  that 
has  been  held  more  than  60  years.* 

As  it  stands  the  law  seems  designed  to  discourage 
a  lengthy  period  of   possession   in  marked  contrast 
with  the  procedure  in  other  cities,  where  speculative 
short-time  holdings  are  taxed  with  a  view  to  the 
preferment  of  long  resident  property  owners.    Condi- 
tions peculiar  to  Frankfort  are  said  to  account  for  the 
inverted  emphasis.    The  city  suffers,  not  from  too 
much,  but  from  too  little  speculation  in  real  estate, 
due  to  the  fact  that  its  wealthy  families,  such  as  the 
Rothschilds  and  Bethmann  HoUwegs,  own  large  prop- 
erties, which    they  manifest    no  disposition  to  part 
with.     Nor  can  it  be  supposed,  for  that  matter,  that 
tax  laws  will  influence  their  actions  to  any  great  extent. 
Besides,  the  law,  considered  as  it  must  be  in  connection 
with  the  increment  tax,  favors  a  holding  exceeding 
20  years  for  all  properties  whose  value  is  in  any  great 
degree  unearned.    This  increment  tax  was  first  intro- 
duced into  Frankfort  in  February,   1904  —  the  city 
having  the  distinction  of  being  the  first  municipality 
to  introduce  the  tax  into  Germany.    At  first  the  tax 
was  of  very  limited  application,  being  raised  at  the 
time  of  transfer,  in  the  case  of  properties  already 

I  This  tuper-tAZ  !■  not  raised  if  it  can  be  prored  that  the  present  selling  price 
exceeds  the  eariier  priee  of  aoqutsition,  including  costs  of  new  buildings  and  enlarge- 
ments, only  by  the  amount  of  the  tax. 
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built  upon,  only  in  those  instances  where  the  holding 
period  had  been  less  than  5  years.  For  unimproved 
land,  the  holding  period  was  fixed  at  less  than  10 
years.  In  both  cases  the  tax  was  levied  on  that 
part  of  the  value  increase  in  excess  of  30%  of  the 
price  of  acquisition  at  the  time  of  the  last  transfer. 
For  a  value  increase  of  30  to  35%  the  tax  was  5%;  35 
to  40%  the  tax  was  6%;  and  so  on,  1%  more  for 
each  5%  additional  increase  until  25%,  the  highest 
rate,  was  reached. 

The  Wahrschaftsgeld  (i.  e.  increment  tax  and  trans- 
fer tax  together  with  the  super-tax)  did,  therefore, 
provide  for  heavier  taxation  of  both  short-time  and 
long-time  holdings,  in  favor  of  holdings  of  medium 
duration,  improved  property,  for  example,  held  for 
a  period  of  from  5  to  20  years,  paying  only  the  2% 
transfer  tax,  no  matter  how  great  the  value  of  the 
unearned  increment  which  had  accrued  since  the 
last  transfer.  After  the  short  period  of  ten  years, 
furthermore,  the  unimproved  properties  were  also 
freed  from  the  increment  tax,  being  subject  only  to 
the  low  rates  of  the  super-tax,  in  addition  to  the  transfer 
tax.  Where  land  values  had  risen  rapidly,  the  law 
must  have  operated  as  a  marked  check  upon  transfers 
within  the  set  5  and  10  year  periods.  Probably  such 
considerations  led  to  the  changes  in  the  law  which 
took  place  two  years  later.^  The  super-tax  is  now 
levied  in  all  cases  only  on  transfers  taking  place  after 
a  20  year  holding  period,  and  the  increment  tax  is 
levied  in  all  cases  in  which  the  holding  period  is  less 
than  20  years,  upon  all  value  increases  amoimting 
to  15%  or  more  of  the  original  purchase  price.  The 
rates  are:  2%  for  an  increase  of  15  to  20%;  3%  for  an 
increase  of  20  to  25%,  etc.,  rising  1%  for  each  5% 

I  Cf.  i»ftgB  178,  note  8. 
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increase  until  the  maximum  rate  25%  is  attained. 
Naturally  the  incentive  to  holding  property  for  the 
longer  period,  exceeding  20  years,  is  very  great  where 
the  unearned  increment  is  a  substantial  part  of  the 
sum  obtained  at  the  time  of  sale.  To  quote  Dr.  Boldt: 
"  What  land  owner  under  the  system  prevailing  in 
Frankfort  will  sell  his  property  in  the  20th  year,  if  he 
has  achieved  a  great  value  increase,  knowing  that  25% 
of  that  increase,  which  may  amount  to  three-fourths  of 
the  entire  selling  pricey  must  be  paid  out  as  taxes?  A 
year  later,  in  place  of  the  increment  tax,  he  has  only 
to  pay  a  super-tax  amounting  to  2%  of  the  pmrchase 
price."  * 

In  the  calculation  of  the  increment  and  in  the 
manner  of  assessment  local  differences  have  been 
marked.  Where,  as  in  Frankfort,  the  amount  of  the 
tax  increases  with  the  value  increase  estimated  in 
percentages  of  the  price  of  acquisition,  a  very  sub- 
stantial reduction  is  brought  about  by  adding  to 
the  purchase  price  the  outlays  for  betterments,  loss 
of  interest,  and  several  other  items."  If,  on  the  other 
hand,  as  seems  more  logical,  these  outlays  be  deducted 
simply  from  the  sum  representing  the  difference 
between  the  purchase  price  and  the  selling  price,  and 
the  resultant  increment  be  calculated  as  a  percentage 
of  the  purchase  price,  the  result  is  decidedly  different.* 
As  Weissenbom  has  pointed  out,  if  the  tax  is  designed 

>  Cf.  Boldt,  Die  WertsuwaohMteuer;  ihn  biaherigo  Geataltung  in  der  Pnzit,  etc., 
p.  84,  Dortmund,  19O0. 

*  Permanent  improvementt,  etreet  coeU,  eewage  payments,  a  aum  equal  to  6%  of 
the  eailier  pufohase  price  (as  oompenaation  for  the  eoats  of  tranafer),  and,  in  tbe  eaae  of 
unbuilt  landa,  loaa  of  intereat  allowed  for  at  the  rate  of  4%. 

*  For  example.  Selling  price,  10,000  m..  Purchaae  price,  5,000  m.;  2.000  m.,  deducted 
for  bettetmenU.  loaa  of  intereat.  etc.,  10,000~(5,000+ 2.000)- 3,000  m.;  f-43% 
(under  the  Flrankfort  ayatem  where  7,000  m.  figures  aa  the  baaia  of  the  pereeotage 
caleulationa). 

10,000 -6,000 -2,000 -aOOO;  f -60%,  increment  incieaae,  obtained  by  the  em- 
ployment of  the  aeoond  method. 

H.  Weiaaonbom,  Die  Beatauerung  naofa  dem  Wertsuwacha  insbesondeie  die  dirakte 
r,  BeHin,  1910. 
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to   reach   the   genuine  increment   increase,   the  last 
named  proceeding  is  more  logical.    The  general  prac- 
tice—  all  income  on  one  side  and  all  outlays  on  the 
other,   resembles  a  statement  of  business  loss  and 
gain,  rather  than  an  attempt  to  estimate  the  increment 
value  as  such.    Where,  as  in  Berlin  and  Hamburg, 
for  example,  the  tax  is  calculated  on  the  basis  of  the 
absolute  amount  of  the  increase,  the  question  as  to 
how  to  make  deductions  presents  no  similar  difficulties. 
But  here  a  progression  of  the  tax  rate  in  accordance 
with  the  absolute  amount  of  the  increment  value  is 
hardly  to  be  recommended.    A  large  absolute  gain 
may  be  entirely  justifiable  in  view  of  the  size  of  the 
original  capital  outlay.    Certainly,  if  the  tax  is  viewed 
as  a  payment  for  especial  benefits  (gains)  made  pos- 
sible   through    community    activity,    the    Frankfort 
proceeding    seems    better.    But    the    concept    "  un- 
earned increment"  is,  after  all,  elusive  and  the  very 
term  "unearned"  implies  a  necessary  consideration 
of  the  individual.    Even  in  the  deduction  of  outlays 
for  permanent  improvements,   some  portion  of  the 
"unearned  "  increment  may  be  withdrawn,  for  who  can 
say  that  the  cost  outlays  may  not  have  been  greater 
than  the  resultant  addition  to  property  value.    In 
short,  they  may  have  been  ill-conceived.    On  the  other 
hand,  they  may  have  been  directly  the  cause  of  a 
disproportionately  great  rise  in  value.    In  that  case, 
does  the  failure  to  deduct  more  than  the  cost  of  the 
improvements    result    in    a    taxation    of    "  earned " 
value  increase  ?    It  would  seem  so,  especially  if  the 
outlays  were  so  wisely  timed  that  some  of  the  resultant 
gain  can  properly  be  assigned  to  individual  initiative 
and  cleverness. 

It  goes  without  saying  that  where  property  has 
long  been  held  in  the  same  hands,  and  there  exist  no 
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records  attesting  its  value  at  the  time  of  the  last 
transfer,  the  difficulties  incident  to  estimating  the 
size  of  the  unearned  increment  may  be  exceedingly 
great.  The  20  year  period  of  land-holding,  which 
for  Frankfort  constitutes  a  time  limit  for  the  imposition 
of  the  increment  tax,  obviates  the  necessity  of  any 
general  estimates  of  property  valuation  for  a  particular 
date.  If  no  transfer  has  occurred  within  the  set  time, 
the  super-tax,  levied  on  the  current  selling  price,  takes 
the  place  of  the  increment  tax. 

One  serious  objection  both  to  the  transfer  tax  and 
to  the  increment  tax  is  the  fluctuating  nature  of  the 
returns.  It  is  impossible  to  count  upon  a  fixed  sum 
which  can  be  used  for  defraying  regularly  recurring 
expenses.  The  estimates  of  returns  show  tremendous 
variations  from  the  actually  achieved  results.  In 
Frankfort,  for  example,  in  1905  these  taxes  brought 
in  2,093,000  m.  more  than  the  estimated  revenue;  in 
1908  and  1909,  the  returns  were  578,000  m.  and  535,400 
m.  respectively,  under  the  estimates.^  In  the  case  of  the 
other  taxes,  the  difference  between  the  estimates 
and  the  returns  is  usually  quite  unimportant,  and 
a  slight  excess  here  balances  a  small  deficit  there. 
Frankfort  has  solved  this  difficulty  of  fluctuating 
revenues  by  assigning  a  large  part  of  the  returns 
from  the  transfer  tax  and  the  entu-e  proceeds  of  the 
increment  tax  to  special  funds  not  so  dependent  upon 
invariable  sources  of  income.  One-fourth  of  the 
transfer  tax  (i.  e.  \%  of  the  purchase  price  of  the 
transferred  property)  has  been  credited  to  the  fund 
for   street    construction    (Strassenneubaukasse)    since 

1  Verwaltunftsbericbt  der  Stadt,  1910-11,  section  Rechnei-Amt,  p.  6  of  the  Sonderab- 
dnick.  For  lOlO-ll,  the  letuniB  for  the  Wilhrschafteseld  were,  however,  deliberately 
overestimated  in  order  to  facilitate  a  transfer  from  the  Ausgleicbsfonds  (equalization 
fund),  as  the  administration  did  not  wish  to  increase  the  taxes  and  yet  bad  to  grapple 
with  the  problem  of  meeting  increased  expenditures. 
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1893.  Another  fourth  and  the  entire  amount  collected 
from  the  hxcrement  tax  has  been  distributed  among 
building,  funds  for  schools,  for  hospitals,  and  for  generid 
building  purposes.^  The  returns  from  the  increment 
tax  proper  are  small:  for  1910-11, 231,000  m.  (improved 
property),  and  71,700  m.  (unimproved).  The  super-tax 
amounted  to  248,200  m.  and  109,900  m.  respectively, 
leaving  526,500  m.  and  139,400  m.  for  the  proceeds 
from  the  general  transfer  tax.*  For  payment  of  the 
transfer  tax  together  with  the  super-tax,  buyer  and 
seller  are  jointly  liable;  for  the  increment  tax,  only 
the  latter  is  held  responsible.'  These  legal  obligations 
say  nothing  as  to  the  actual  incidence  of  the  tax. 
The  fact  that  the  purchaser  may  be  willing  and  some- 
times contracts  to  pay  the  tax  may  simply  indicate 
that  he  would  have  consented  to  pay  that  much 
more  for  the  property  had  the  tax  not  existed.  In  the 
case  of  a  simple  transfer  tax,  where  the  percentage 
payment  is  the  same  for  all,  probably  some,  a  large 
part,  or  all  of  the  tax  may  be  shifted.  In  Frankfort, 
where  the  real  estate  owners  enjoy  a  semi-monopoly, 
no  doubt  shifting  does  occur.  In  the  case  of  the 
increment  tax,  the  burden  cannot  be  so  easily  trans- 
ferred. The  fact  that  the  tax  hits  some  property 
owners  so  much  more  heavily  than  others,  even  in 
the  case  of  equally  valuable  properties,  makes  it  more 
difficult.  There  does  follow  a  more  subtle  and  indirect 
effect  upon  real  estate  prices  which  is  not  easy  to 
analyse.  Transfers  become  fewer,  specidation  less 
active,  but  terms  of  sale  often  harder.*    However, 

I  Cf.  HaushAlts-PUn  der  Stadt  Frankfurt  a.  M.»  1913-18,  p.  09:  Steuem  uad 
Abgabon.    Uberweimang  an  Fonda. 

s  Cf.  Reohnei-Amt.  1910,  Sonderabdruek,  p.  58. 

*  For  a  dear  aooount  of  the  methoda  emplojred  to  evade  payment  of  the  ineremant 
tax.  ef .  Weiflsenbom. 

'  Peraona  queationed,  oflBeiala  and  othera  well-informed,  atata  that  private  apemila- 
tion  la  at  a  low  ebb  in  Frankfort,  but  prieea  of  land  no  lower. 
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SO  many  other  factors  making  for  price  increase  enter 
into  consideration  and  complicate  the  problem  that 
a  definite  opinion  could  only  be  reached  after  much 
painstaking  and  intensive  investigation.  Suffice  it 
to  say,  the  tax  appears  frequently  to  cause  stagnation, 
where  there  is  need  to  stimulate  sales. 

The  Frankfort  Chamber  of  Commerce  (Handels- 
kammer)  complains  bitterly  of  the  numerous  imposi- 
tions which  are  placed  upon  real  estate  transfers  and 
cites  statistics  to  illustrate  the  steady  decline  in  real 
estate  operations  since  1905.^  In  addition  to  the  local 
transfer  and  increment  taxes,  comes  another  tax  of 
1%  imposed  by  the  state  and  since  1909  an  additional 
1%  for  the  benefit  of  the  Empire.  As  the  transfer 
taxes  are  levied,  independent  of  gain  or  loss,  upon  the 
value  of  the  property  transferred,  they  are  exceed- 
ingly unequal  in  operation,  their  incidence  is  doubtful, 
and  considering  their  number  and  amount,  they  are 
peculiarly  burdensome. 

The  example  of  Frankfort  in  introducing  the  incre- 
ment tax  was  speedily  followed  by  other  communities 
until  in  1910  of  98  larger  Prussian  cities,  66  had  similar 
taxes*  to  say  nothing  of  numerous  other  German 
cities  outside  Prussia.  And  now  since  April  1,  1911 
the  German  imperial  increment  tax  (Reichswert- 
zuwachssteuer)  has  deprived  the  cities  in  part  of  this 
source  of  revenue.*  Under  the  new  law,  the  cities 
are  to  retain  40%  of  the  imperial  tax,  the  states  10%, 
the  Empire  50%.^  For  cities  in  which  the  tax  had  been 
collected  prior  to  the  passage  of  the  imperial  law,  a 
sum  equal  to  the  average  retiu*ns  under  the  communal 

1  Cf.  WiftMluiftflberieht  der  HanddakMuner  lu  Fhunkfurt  am  Main,  1009.  p.l86  ff. 
I  KommunalM  Jahzbueh,  1911-13,  p.  686  ff. 

<  ReiobiBuwaoiiMteaereeaeta.  14.  Feb.  1911. 

<  Zttwaafaartwiargeaeto,  1 58. 
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imposition  is  assured  until  1915.^  As  a  special  con- 
cession, Frankfort  has  been  permitted  the  retention 
of  its  tax  for  two  fiscal  years,  1911-12  and  1912-13  — 
the  proceeds,  however,  in  excess  of  the  average  retiun 
prior  to  1911  being  transferred  to  the  Empire.*  The 
action  of  the  Empire  in  seizing  upon  this  tax  for  its 
own  use  gave  rise  to  a  spirited  debate,  and  to  general 
complaint  from  the  local  authorities,  not  only  because 
it  seemed  an  unwonted  invasion  of  the  field  of  local 
taxation,  but  because  it  forced  them  to  give  up  a  source 
of  revenue  which  might  eventually  prove  lucrative.* 
The  cities  urged  their  right  to  this  tax,  moreover,  on 
the  ground  that  the  community  activity  was  respon- 
sible for  the  increase  in  real  estate  values,  and  that 
some  part  of  the  value  thus  created  should  go  to  them 
in  the  form  of  taxes.  The  lengths  to  which  the  benefit 
theory  of  taxation  may  be  carried  were  admirably 
illustrated  when  it  was  contended,  on  the  other  hand, 
that  the  Empire  through  its  services  as  protector  and 
creator  of  the  nation  was  the  most  potent  factor  in 
German  economic  and  industrial  development,  and 
by  virtue  thereof,  the  "  unearned  "  increment  properly 
belonged  to  it. 

Apart  from  the  unconvincing  character  of  these 
metaphysical  refinements,  the  collection  of  the  tax 
presents  enormous  administrative  difficulties,  when 
undertaken  for  imperial  accoimt  —  tremendous  labor 
on  the  part  of  the  officials,  harrassing  calculations 
and  ridiculously  paltry  returns.  Furthermore,  the 
individual  hardships  which  such  a  tax  must  occasionally 

1  I.  e.,  provided  the  law  bad  been  passed  before  April,  1909,  and  had  tone  into 
effect  before  Jan.  1. 1911. 

*  Of.  Zuwaohnteuergeeete,  1 00. 

*  Zuwaohaeteaerceeeta,  f  59.  The  localities  are  permitted,  under  certain  restrio- 
tioDS,  to  raise  additions  to  that  portion  of  the  increment  tax  transferred  to  them  by  the 
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impose  are  only  emphasized  when  its  collection  is 
undertaken  in  wholesale  fashion.  The  lack  or  the 
existence  of  an  imeamed  increment  is  an  objective 
fact;  and  the  tax  is  therefore  levied  without  regard 
to  the  financial  circumstances  of  the  tax  payer.  But 
local  ordinances  can,  at  any  rate,  be  adapted  to  peculiar 
local  circumstances,  whereas  the  utter  impossibility 
of  such  local  adaptation  is  one  of  the  prime  defects 
of  the  imperial  law.  The  Prussian  state  relinquished 
its  right  to  the  "  real "  taxes,  because  they  were 
objective  taxes  which  could  only  be  administered 
by  the  central  political  organization  with  too  great 
disregard  of  individual  and  local  interests.  The 
Empire  now  takes  possession  of  a  tax  (albeit  a  relatively 
unimportant  one)  even  less  adapted  to  its  purposes, 
thereby  reducing  to  uniformity  a  mass  of  legislation 
hitherto  varying  with  the  differences  in  local  needs  and 
conditions. 

The  K.  A.  G.  permits  the  communities  to  introduce 
a  special  tax  on  trade  (commercial,  industrial,  etc., 
undertakings),  failing  which,  the  trade  tax  (Gewerbe- 
steuer)  must  be  levied  as  a  fixed  percentage  of  the 
rates  existent  under  the  Prussian  Gewerbesteuer.* 
It  is  necessary  to  describe  the  main  features  of  the 
state  tax,  for  the  reason  that  Frankfort,  despite  its 
special  imposition,  has  retained  all  the  characteristic 
featiu*es  of  the  Prussian  system.*  The  state  tax, 
altho  primarily  objective  in  character,  takes  more 
accoimt  of  individual  ability  to  pay  than  the  other 
"  real "  taxes,  notwithstanding  the  fact  that  the  law 

>  The  K.  A.  G.  also  provides  for  a  dietribotion  of  this  tax  in  the  case  of  taxable 
enterpriaee  extending  over  several  tax  districts,  cf.  |  32  ff. 

The  Prussian  railway  is  especially  exempted  from  payment  of  this  tax.  Other 
state  enterprises  may  be  taxed,  however,  as  well  as  the  public  service  corporations, 
industrial  undertakings,  etc.,  belonging  to  the  communities  and  other  public  bodies. 
All  imperial  enterprises  are  exempt. 

*  Gewetfoeateueigesets  vom  24.  Jimi  1891.     (Prussia),  ed.  Femow,  Berlin,  1010. 
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permits  no  reductions  for  interest  on  business  debts. 
As  a  supplementary  tax — in  a  certain  sense  a  privil^e 
tax  —  designed  to  exact  compensation  for  the  special 
advantages  which  the  business  and  industrial  interests 
derive  from  community  activity^  the  failure  to  take 
account  of  debts  is  to  be  justified.  On  the  other  hand, 
it  may  be  said  that  where  the  value  of  the  privil^e 
(as  measured  by  the  returns)  is  slight,  exemptions 
may  be  permitted  and  classifications  may  be  introduced. 
As  a  matter  of  fact,  undertakings  bringing  in  less  than 
1,500  m.  per  year  are  freed  from  the  tax,  and  the  other 
tax  payers  are  separated  into  four  classes,  based 
primarily  on  the  amount  of  income,  the  capital  serving 
as  a  supplementary  means  of  classification.^  To  the 
first  chss  belong  tiiose  establishments  with  a  yearly 
return  of  50,000  m.  or  more  on  a  capital  of  1,000,000  m. 
or  more.  In  this  class  the  tax  is  assessed  at  a  rate 
approximately  equal  to  1%  of  the  yearly  income; 
the  lowest  payment,  for  incomes  of  50,000  to  64,800  m., 
being  524  m.,  the  tax  increasing  48  m.  for  each  addi- 
tional 4,800  m.    The  other  three  classes  embrace 

(a)  Establishments  with  a  yearly  return  of  20,000 
to  50,000  m.  or  a  capital  of  150,000  to  1,000,000  m. 

(6)  Establishments  with  returns  4,000-20,000  m. 
or  capital  of  30,000-150,000  m. 

(c)  Establishments  with  returns  1,500-4,000  m.  or 
capital  3,000-30,000  m.« 

For  these  last  three  classes  tax  associations*  are 
formed  which  are  assessed  collectively  for  fixed  sums 
previously  ascertained  by  multiplying  the  number  of 

1  In  case  of  a  daaaificatioii  bated  on  capital,  if  tha  eataUiahment  in  question  baa 
not  for  two  yean  obtained  the  returaa  of  that  class,  it  can  be  put  in  a  lower  ola»  for 

lOft 


>  Cf.  QeweibesteuerBOMts,  1 0  ff. 
•  Ibid..  1 13. 


Digitized  by  VjOOQ IC 


FRANKFORT-CN-THB-MAIN  189 

tax  payers  within  each  class  by  a  so-called  Mittelsatz 
(medium  rate),  which  is  300  m.  for  class  II,  80  m.  for 
Class  III,  and  16  m.  for  Class  IV.  The  tax  committees 
for  the  several  classes,  composed  of  a  chairman  (official) 
and  members  elected  by  the  tax  payers  from  among 
their  own  number,  then  apportion  the  tax  among 
those  belonging  to  the  various  tax  associations,  within 
the  limits  imposed  by  law.  To  illustrate,  the  highest 
and  lowest  contributions  for  Class  II  are  480  m.  and 
156  m.  respectively;  for  Class  III,  192  m.  and  30  m., 
and  for  class  IV,  36  m.  and  4  m.^ 

In  reckoning  the  taxable  returns,  expenses  of  manage- 
ment and  replacement  costs,  representing  a  '^  proper  " 
allowance  for  value  depreciation,  are  to  be  subtracted, 
but  all  sums  transferred  to  betterments,  extensions, 
etc.,  interest  on  the  capital  sum  invested  and  on  debts 
incurred  in  the  course  of  business  are  to  be  reckoned 
as  part  of  the  return.'  As  the  interested  ones  are 
themselves  forced  to  apportion  the  amount,  in  the  case 
of  the  three  lower  classes,  and  as  the  extent  of  their 
obligation  is  fixed,  the  arrangement  seems  in  so  far 
calculated  to  produce  a  very  fair  division.  The  law, 
however,  does  not  make  personal  declarations  com- 
pulsory, and  the  commissions  (really  the  chairman) 
have  to  estimate  largely  from  superficial  indications 
the  amount  of  the  return,  and  it  is  consequently 
likely  that  many  unsuspected  inequalities  exist. 

In  the  Frankfort  special  ordinance,*  the  highest 
class  is  assessed  for  142%  of  the  rates  fixed  \mder 
the  state  tax.  Class  II  is  assessed  for  133%,  Class  III 
100%,  and  Class  IV,  60%  (the  proceeds  of  the  depart- 
ment store  tax  —  Warenhaussteuer  —  being  applied 
to  reduce  by  40%  the  payment  that  would  otherwise 

>  Ctowartwtcmrgweto,  1 14.  *  Ibid.,  1 82. 

•  Oewetbeitwiwrofdnimg,  19.  Feb.  1004,  F.  a.  M.,  BQi|«rbiioh. 
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be  demanded  of  the  fourth  class). ^  To  these  payments 
comes  an  additional  tax,  representing  that  portion 
of  the  earlier  tax  on  rentals  collected  for  buildings 
and  apartments  used  for  business  or  industrial  purposes. 
For  imdertakings  requiring  the  use  of  rooms  with  a 
rental  value  exceeding  300  m.,  a  tax  is  levied  beginning 
with  1.44  m.  for  a  rental  value  of  300-350  m.,  and  rising 
to  a  maximum  rate  of  2%  for  all  rentals  exceeding 
2,500  m.  The  local  Chamber  of  Commerce  inveighs 
against  the  heavy  and  unequal  burdens  imposed  by 
this  tax  on  rentals.^  Just  as  the  amount  of  the  rental 
outlay  for  dwelling  houses  is  by  no  means  a  measure 
of  family  incomes,  so  are  the  rentals  paid  by  industrial 
establishments  in  no  sense  a  measure  of  the  amoimt 
of  the  profits.  Not  only  are  different  classes  of  indus- 
trial and  commercial  ventures  unequally  burdened 
but  the  4  different  tax  paying  classes  are  likewise  very 
unequally  taxed,  and  to  the  injury  of  the  lower  classes. 
The  Chamber  of  Commerce  (Handelskammer)  esti- 
mates, for  example,  that  the  tax  on  rentals  expressed 
in  percentages  of  the  state  tax  amounts  to  about 
15.1%  for  Class  I,  37.1%  (Class  II),  65.1%  (Class  III), 
and  79.9%  (Class  IV).  For  different  sorts  of  business 
the  inequalities  are  even  more  glaring.  Hotels,  inns,  etc. 
pay  to  the  city  a  total  trade  tax  (Gewerbesteuer), 
amounting  to  about  320.2%  of  the  state  tax.  The 
banks  and  brokerage  houses  pay  only  145.9%,  altho 
from  the  point  of  view  of  importance  and  absolute 
amount  of  the  returns  they  take  first  place.  Second 
in  importance  are  the  metal  industries  and  trades, 
averaging  only  about  155.9%  of  the  state  tax.  Esti- 
mating the  rental  super-tax  alone,  by  classes,  for  dif- 

>  As  a  mAtt«r  of  fact,  the  proceeds  of  the  Warenhaussteuer  had  to  be  used 
(1910-11)  to  cover  previous  advanoes,  and  daas  IV  had  to  pay  the  entire  amount  of 
the  tax  under  the  Gewerbesteuer. 

s  Cf.  previous  referenoe  to  Wirtsohaftsbericht  der  Handelskammer. 
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ferent  occupational  groups,  the  following  result  is 
obtained.^ 

Qaaa  I  Gbus  II  Qaaa  III    Qa«  IV 

Hotels,  inns,  etc 134.8%  160.4%  470.3%    525.0% 

Metal  trades  10.            39.  67.2  97.3 

Textile  and  Clothing  trades...       36.1          46.2  88.7        136.2 

The  outcome  is,  of  course,  a  relatively  great  and 
haphazard  increase  of  the  burden  for  the  lower  income 
classes.  Naturally,  some  portion  of  these  taxes  is 
shifted  to  consumers  through  the  higher  prices  charged 
for  products  and  services,  but  where  outside  competi- 
tion has  to  be  met,  or  where  the  tax  burden  for  compet- 
ing establishments  is  so  unequal,  the  original  tax 
payer  who  happens  to  be  relatively  overburdened, 
cannot  shift  the  imposition  entirely  to  others.  The 
city  administration  feels  the  desirabiUty  of  doing 
away  with  the  rental  super-tax,  or  if  financial  necessity 
makes  that  impossible,  of  introducing  changes  which 
will  make  the  inequaUties  less  glaring.  One  city 
official  expressed  his  conviction  that  next  year  the  law 
would  be  altered  with  this  end  in  view.* 

In  1910-11  the  proceeds  of  the  Gewerbesteuer,  as 
a  whole,  amounted  to  2,390,000  m.  of  which  sum  the 
banking  and  brokage  firms  contributed  over  26%. 
Of  the  total  number  of  tax  payers,  12,568  (1910-11), 
438  belonged  to  Class  I,  466  to  Class  II,  and  3,019  and 
8,645  to  Classes  III  and  IV  respectively.* 

The  Betriebssteuer,*  a  recurrent  license  tax  on 
hotels,  public  houses,  and  the  retail  trade  in  alcoholic 
liquors  is  levied  in  connection  with  the  Gewerbesteuer, 
according  to  the  provisions  of  the  state  law,  altho 

1  The  ranilts  for  daaa  IV,  allow  no  deduotion  for  the  40%  payment  uaually  con- 
tributed by  the  Warenahauaateuer. 

*  [Stadtrat  Dr.  Bleioher.] 

*  Cf.  StatiaUaohe  JahfcaQbefaiehten  der  Stadt.  1910-11,  pp.  HI.  112. 

*  Cf.  Gewerbeateuergeaeta,  |  50. 
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the  state  has  relinquished  its  right  to  the  proceeds 
of  this  tax  also.  Frankfort  raises  100%  of  the  state 
imposition  and  the  returns  are  quite  small:  53,600  m. 
(1910-11).^  For  establishments  belonging  to  Class  I 
(Gewerbesteuer),  the  tax  is  100  m.;  Class  II,  50  m.; 
Class  III,  25  m.;  Class  IV,  15  m.  For  establishments 
not  taxable  under  the  Gewerbesteuer,  the  payment 
is  10  m.« 

The  license  tax  on  the  sale  of  intoxicants,*  as  found 
in  American  mimicipaUties,  is  not  viewed  with  a 
great  deal  of  favor  in  Germany,  apparently,  altho 
there  is  reason  to  suppose  it  could  be  developed  into 
a  lucrative  source  of  income.  The  Frankfort  magis- 
tracy this  year  urged  the  introduction  of  such  a  tax 
for  concessions  granted  for  retailing  wine,  beer,  or  spirits; 
500  m.  for  the  small  establishments  freed  from  pay- 
ment of  the  Gewerbesteuer,  and  1,000,  2,000,  3,000  m. 
respectively  for  establishments  belonging  to  the  4 
classes  taxable  under  the  Gewerbesteuer.  It  was 
estimated  that  this  tax  would  bring  in  300,000  m. 
the  first  year.  The  proposition  was  rejected  with  a 
good  deal  of  heat  by  some  of  the  Social  Democrats 
in  the  city  assembly,  who  considered  it  socially  repre- 
hensible, as  it  would  make  more  expensive  all  forms 
of  convivial  enjoyment  for  the  masses  of  the  people. 
No  emphasis  was  laid  on  the  tax  as  a  regulative  or 
repressive  measure  —  indeed  it  was  the  product  of  a 
search  after  more  revenue,  and  repression  would  have 
defeated  its  aim. 

>  The  tas  is  rather  a  police  than  a  flnanoe  meaaiue. 

I  3,872  eetabliehmenta  pay  this  tax. 

The  oommunities  are  alao  required  by  the  etate  to  tax  traders  who  temporarily 
eatabliah  ihemaelvea  in  a  locality.  For  each  week.  60  m.  (Caaas  I);  40  m.  (ClaHea 
II  and  III);  30m.  (Oam  IV).  The  returaa  are  insisnlficant:  250  m.  (1010-11)  in 
Frankfurt.     (Wanderlacerttoucr.) 

•  Two  euburbe  of  Frankfurt,  Heddemheim  and  RAdelheim  have  *'  KonMesioofr 
*  or  did  have  tiU  Mar.  31,  1912. 
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The  Warenhaufisteuer  ^  (department  store  tax)  pro- 
duces so  slight  an  income  that  it  would  scarcely  merit 
discussion,  were  there  not  especial  reasons  that  make  it 
deserving  of  consideration.  In  the  first  place,  it  is  a 
tax  which  the  communities  are  forced  to  raise  in 
accordance  with  an  act  passed  by  the  Prussian  Landtag 
in  1900.  That  fact  is  of  itself  sufficient  to  raise  a 
discussion  as  to  whether  the  provisions  of  the  K.  A.  G. 
have  not  been  violated  in  spirit,  at  least.  In  general, 
that  law  left  the  commimities  free  to  adapt  their  tax 
laws  to  their  own  especial  needs,  merely  providing 
for  a  distribution  of  the  tax  imposition  in  a  general 
way,  the  precise  method  of  levying  the  tax  being 
matter  of  choice,  except  in  the  case  of  the  income  tax. 
The  Warenhaussteuer,  however,  not  only  prescribes 
in  detailed  fashion  the  rate  of  taxation  and  the  method 
of  levying,  but  it  also  provides  for  the  distribution 
of  the  proceeds.  The  ill-advised,  not  to  say  malicious 
character  of  the  legislation  is  evident  after  a  cursory 
examination.  The  law  distinguishes  four  groups  of 
wares*  and  defines  a  department  store  (Warenhaus) 
as  a  retail  establishment  which  deals  in  wares  belonging 
to  more  than  one  of  these  groups.  The  difficulty  of 
defining  the  groups  in  such  fashion  as  to  bring  under 
the  same  head  articles  which  are  naturally  or  custom- 
arily sold  together,  and  yet  not  to  make  the  groups 
too  inclusive,  is  almost  insurmountable.  Where  there 
exist  doubts  concerning  classification,  the  Minister 
of  Commerce  must   decide  to  which   group   a    par- 

1  G«wta  beUeffend  die  WwanhauMteaer  vom  18.  Juli  1900  (Stnita.  Beriin,  1900) 
■ad  H.  Gehrii,  Die  Warenhftunteuer  in  PreuflMn,  Leipsig-Beriin,  1906. 

(a)  Ariidee  of  food  and  drufi. 

(b)  Teztitoi,  house  funiehinge,  ete. 

(c)  AgneulUinl  implenients,  industriel  BUfipliee. 

(d)  Jeweliy,  •rtisto'  waree,  musical  inetrumente,  etc. 
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ticular  article  belongs.  The  tax  is  levied  on  de- 
partment stores  with  a  turnover  exceeding  400,000  m., 
the  rate  rising  with  the  amount  of  the  turnover.  The 
turnover  is  defined  as  the  cash  receipts  of  the  year, 
including  outstanding  sums  due  for  articles  sold  during 
the  year,  and  deducting  payments  made  for  piuxshases 
of  an  earlier  period.  No  deduction  is  made  for  \mcer- 
tain  or  imcoUectible  outstanding  accounts.  The  tax, 
whichis  about  1%  for  a  turnover  of  400,000  to  450,000m. 
(to  be  exact  4,000  m.)  rises  gradually  \mtil  it  reaches 
2%  for  a  turnover  of  1,000,000  m.,  thereafter  increasing 
by  2,000  m.  for  each  100,000  m.  addition  to  the  turnover. 
If  the  tax  exceeds  20%  of  the  taxable  retmns,  as  they 
have  been  computed  for  purposes  of  the  Gewerbesteuer, 
it  may  be  reduced  to  20%,  but  imder  no  circumstances 
below  one-half  the  normal  rate  (even  tho  the  entire 
net  profits  and  more  be  taxed  out  of  existence).^ 

The  tax  is  assessed  by  the  conmiission  having 
charge  of  the  assessments  for  Class  I  of  the  Gewerbe- 
steuer. The  returns  are  to  be  devoted  to  reducing 
the  taxes  paid  by  those  belonging  to  Classes  III  and 
IV  (Gewerbesteuer)  or  towards  defrayal  of  communal 
expenditures  made  primarily  in  the  interests  of  the 
smaller  establishments.  The  Warenhaussteuer  (de- 
partment store  tax)  is  raised  only  to  the  amount  of  the 
excess  above  the  Gewerbesteuer  in  addition,  of  course, 
to  the  payment  of  the  Gewerbesteuer.  But  when  the 
latter  tax  is  collected  from  a  number  of  undertakings 
belonging  to  the  same  person,  not  all  of  which  are 
subject  to  the  Warenhaussteuer,  only  that  portion 
of  the  Gewerbesteuer  is  to  be  considered,  for  the 
purpose  of  reckoning  deductions,  which  is  collected 

>  For  a  bnnoh  undartakint,  whose  domicile  is  outside  PniHia,  a  Ux  of  2%  is 
ooUected  irrespective  of  the  amount  of  the  local  tumoirer.  An  alien  has  a  riffht  to 
mmmption  if  evidence  can  be  presented  to  show  that  the  whole  undertaking  has  a 
turnover  of  less  than  400,000  m. 
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from  the  particular  establishment  subject  to  the 
Warenhaussteuer.^ 

This  tax,  whose  aim  was  to  tax  the  department 
stores  out  of  existence  or  at  any  rate  seriously  to 
cripple  them^  partly  accomplished  its  object.  Many 
department  stores  thereafter  limited  their  trade  to 
one  of  the  four  designated  branches,  while  the  mo- 
nopoly of  a  few  of  the  largest  stores,  able  to  trans- 
fer the  tax  burden  in  part  to  the  wholesale  dealers  and 
finally  to  their  customers,  was  merely  strengthened. 
The  financial  returns  are  quite  insignificant  —  in 
Frankfort  46,000  m.  (1910-11)  paid  by  just  two  es- 
tablishments.^ 

In  addition  to  the  taxes  mentioned  Frankfort 
secures  quite  a  sum  from  a  tax  on  public  performances, 
theatres,  picture-shows,  lectures,  prize-fights,  etc.,  — 
in  fact,  practically  every  form  of  public  amusement  is 
taxed.'  The  tax  is  5  pf.  for  each  50  pf.  or  fraction 
thereof  paid  for  admission  (admission  prices  under 
55  pf .  free  where  the  higher  interests  of  art  or  science 
are  subserved).   The  returns  (1910-11)  were  301,600  m.* 

A  tax  on  horses  used  for  purposes  of  pleasure  is  also 
raised:  30  m.  for  each  animal.  The  revenue  is  very 
small  (15,200  m.),*  and  the  tax  today  imusual  in  Prussia. 
A  tax  on  dogs  is  very  generally  found,  amounting  in 
Frankfort  to  20  m.  per  animal  and  bringing  in  a  return 

>  I.  e.,  suppose  a  tax  payer  is  assessed  for  16,000  m.  Gewerbesteuer,  and  10,000  m., 
Waienhaussteoer.  Perhaps  only  i  of  the  former  tax  falls  on  the  department  store, 
which  is  one  of  several  establishments  owned.  Then  not  only  the  full  Gewerbesteuer 
must  be  paid  but  an  additional  6,000  m.  the  sum  whereby  the  Warenhaussteuer 
(10,000  m.)f  ezoeeds  that  portion  of  the  Qewerbesteuer  (6.000  m.)  levied  on  the  de- 
partment store. 

«  Cf.Haushalts-Plan.  1912-13.  p.  71. 

•  The  tax  was  originally  levied  on  theatre  tickets.  New  law.  Mar.  10. 1910.  Cf. 
K.A.G..f  16. 

*  For  1912-13,  the  tax  on  pioture-ehows  has  been  raised  to  10  pf.  for  each  50  pf. 
paid  for  admission. 

i  Hauahalte-Flan,  1912-13,  pp.  68.  71. 


Digitized  by  VjOOQ IC 


106  QUARTERLY  JOURNAL  OP  ECONOMICS 

of  191,800  m.  During  the  current  year  this  tax  has 
been  raised  to  30  m.  for  all  save  draught  animals. 

The  list  of  communal  taxes  raised  in  Frankfort 
proper  is  herewith  exhausted.^  And,  indeed,  the  list 
includes  all  the  important  conmiunal  taxes  to  be 
found  in  Prussia  at  large.  Of  course  differences  in 
detail,  occasional  special  taxes,  exist,  and  differences 
in  emphasis  are  certainly  present:  that  is,  differences 
in  the  relative  amounts  collected  from  the  different 
soiuxses.  In  fact,  there  are  considerable  differences 
between  the  tax  sjrstems  of  Frankfort  and  its  own 
suburbs,  15  in  number,  11  of  which  were  only  incor- 
porated in  April,  1910.  These  former  country  districts 
(Landgemeinden)  still  retain  their  own  tax  systems 
wholly  or  in  part.  But  in  analyzing  the  various 
forms  of  taxes  for  the  purpose  of  studsring  the  finances 
of  the  city,  Frankfort  alone  (i.  e.  exclusive  of  the  15 
suburbs)  has  been  considered.  Otherwise  an  unneces- 
sary confusion  would  have  resulted,  for  the  returns 
from  all  the  suburbs  put  together  are,  relatively 
speaking,  quite  imimportant,  and  Bockenheim,  the 
only  suburb  showing  returns  of  any  sizC}  has  a  tax 
S}rstem  differing  very  slightly  from  that  of  Frankfort. 
It  is,  therefore,  fair  to  say  that  a  more  correct  as  well 
as  a  clearer  idea  of  the  city  finances  can  be  got  by 
ignoring  these  local  differences.' 

Of  the  total  returns  from  taxes  collected  in  1910-11, 
the  income  tax  constituted  60%;  the  tax  on  buildings 
(Haussteuer)  18.6%;  the  trade  tax  (Gewerbesteuer), 
9.9% ;  the  Wahrschaftsgeld  (transfer  and  increment  tax), 
6.67%;  and  the  tax  on  land  unbuilt  (Landsteuer), 

1  In  lome  of  the  suburbs  a  Konaessionssteuer  and  a  Branntweinhilfsstauer  are 
raised.  Perhaps  the  Einquartieninsaceld  ought  to  be  mentioned.  It  is  raised  as  an 
addition  to  the  income  tax  and  levied  on  the  higher  incomes  —  a  small  sum  to  deCray 
expenses  connected  with  the  quartering  of  troops. 

>  Cf.  Haushaltr-Flan  for  a  series  of  years;  tax  returns  for  Frankfort  and  for  suburbs 
given  separately. 
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2.4%.  Ten  years  ago  the  proportion  of  the  total 
taxes  obtained  from  the  general  income  tax  was  prac- 
tically the  same.  Despite  supplementary  som^ces 
of  revenue^  it  is  and  seems  likely  to  remain  the  chief 
reliance  of  the  cities  as  well  as  of  the  state,  and  present 
indications  are  that  it  will  have  to  bear  most  of  the 
increased  tax  burdens  which  the  future  seenus  likely 
to  bring.  In  Frankfort  it  was  only  through  the  greatest 
efforts  that  a  further  increase  in  the  rates  of  the  local 
income  tax  was  avoided  for  the  year  1912-13.  Another 
year  this  increase  will  likely  be  recognized  as  inevitable. 

Expressed  in  percentages  of  the  amounts  that 
would  have  been  collected  under  the  state  laws,  the 
^'  real "  taxes  show  no  marked  deviations  from  the 
usual  except  in  the  case  of  the  land  tax,  assessed 
according  to  market  value,  which  is  estimated  to 
average  2,687%  of  the  returns  under  the  rates  imposed 
by  state  law.^  The  explanation  is  not  diffcult.  Under 
the  older  system,  unbuilt  city  lands  either  escaped 
taxation  entirely,  or  were  taxed  on  the  basis  of  an 
income  derived  from  their  possible  utilization  for 
gardening  and  agricultural  purposes.  The  house  tax 
amounted  in  1910-11  to  145.93%  of  the  state  tax; 
the  trade  tax  (Gewerbesteuer)  averaged  150%.* 

It  will  be  noted  that  in  Prussia  no  special  tax  on 
income  from  capital  investments  as  such  exists.  In- 
come from  investments  in  real  estate  is  reached 
through  land  and  building  taxes,  income  from  invest- 
ments in  commercial  and  industrial  establishments 
through  the  Gewerbesteuer;  but  other  funded  incomes 
escape  local  impositions  except  to  the  extent  that 

>  Of.  Stetbiwebe  JabreiQlMniehten  der  StMlt.  1910-11.  p.  110. 

s  Of  eoune  to  form  a  oomot  idea  of  the  extent  to  which  the  inhftbitanta  are  taxed 
one  would  have  to  take  aeoount  of  the  direct  taxee  still  collected  by  Pmasia  and  of  the 
numerous  indirect  impositions  both  of  the  kinsdom  and  of  the  XSmpire. 

The  state  income  tax  collected  from  Frankfort,  1910-11,  amounted  to  14,067,000  m. 
and  the  Erglnsungssteuer  2,628,400  m. 
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they  are  reached  by  the  general  income  tax.  It  is 
sometimes  urged  that  these  incomes  should  also  pay 
an  especial  tax  —  that  they  are  preferred  imder  the 
present  system.  To  this  it  may  be  repUed  that  the 
''real''  taxes  are  regarded  as  special  payments  for 
special  benefits  which  particular  investors  receive 
from  the  community.  And  there  is  furthermore 
the  practical  objection  that  personalty  evades  taxation 
with  relative  ease,  and  the  heavier  the  impositions, 
the  greater  the  tendency  to  evasions.  The  gains 
through  the  introduction  of  such  a  special  tax  might 
be  more  than  counterbalanced  by  the  losses  suffered 
by  the  general  income  tax. 

A  proposition  that  has  been  frequently  advocated 
is  that  the  cities  be  permitted  to  levy  a  percentage 
addition  to  the  Erganzungssteuer  (supplementary 
tax  on  general  property)  in  the  same  way  that  they 
do  to  the  income  tax.  Theoretically  there  can  be  no 
objection  to  the  procedure.  However,  real  estate 
owners,  business  men,  and  industrialists  would  com- 
plain bitterly  of  double  taxation.  It  would  be  difficult 
to  pacify  them  on  the  ground  that  their  special  taxes 
were  based  on  benefits  received,  while  their  property, 
as  a  measure  of  their  ability  to  pay,  constituted  the 
basis  of  the  new  imposition.  Then  there  is  the  further 
disadvantage  that  the  sources  of  revenue  for  state 
and  community  would  be  made  identical,  and  reforms 
in  the  Prussian  finances  have  properly  aimed  at  separa- 
tion to  the  extent  that  that  is  possible,  especially  with 
a  view  to  preventing  impairment  of  the  productivity 
of  these  taxes.  For  it  cannot  be  denied  that  the  higher 
the  tax  rate,  the  greater  the  number  of  evasions  even 
in  conscience  disciplined  Prussia. 

In  addition  to  the  revenues  which  the  communities 
receive  from  the  regularly  recurrent  taxes,  the  payments 
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which  take  the  f onn  of  fees  and  special  assessments 
are  important  sources  of  income.  Here  again  the 
K.  A.  G.  opens  a  very  wide  field  to  the  operation  of  the 
principle  of  payment  in  accordance  with  benefits 
received.  For  public  expenditures  bringing  especial 
advantages  to  business  men  or  property  owners  special 
contributions  may  be  required  and  must  be  collected 
if  otherwise  the  costs,  including  interest  and  amortisar 
tion  payments  on  the  capital  sum  expended,  would  have 
to  be  met  by  taxes.^  Assessments  for  street  construc- 
tion, sewage  extensions,  etc.,  are  the  most  common 
form  of  payment.  A  rather  unusual  extension  of  the 
principle  of  special  assessment  for  the  use  of  the  streets 
is  found  in  Frankfort,  where  certain  concerns  engaged 
in  heavy  hauling  operations,  for  example,  several 
breweries  and  a  flour  mill,  contribute  to  the  cost  of 
upkeep.*  The  practice  is  unquestionably  justified, 
for  why  should  the  commimity  defray  all  the  costs  of 
repairs,  hastened  by  the  continuous  use  of  the  streets 
by  private  individuals  and  private  companies  ? 

The  design  of  Frankfort  to  assess  fire  insurance 
companies  for  partial  defrayal  of  the  costs  of  the 
city  fire  department  did  not  materialize,'  as  it  was 
felt  to  be  a  too  far-reaching  extension  of  the  principle 
of  assessment. 

The  K.  A.  G.  also  aims  to  bring  about  a  develop- 
ment of  the  fee  system  for  the  use  of  public  institutions, 
and,  indeed,  such  fees  are  made  obligatory  in  case 
particular  individuals  or  classes  are  especially  advan- 
taged (i.  6.  providing  the  latter  have  not  been  pre- 
viously forced  to  defray  a  part  of  the  costs  through 

>  K.  A.  Q..  1 9. 

*  HauahaltB-Plan,  1910-11,  aeotion,  Tiefbauamt,  oontributions  from  oompaQiMfor 
the  UM  of  city  stnets  3,965  m.,  Breweriaa,  3,581  m.,  Flour  and  bread.  300;  total, 
3,881m. 

•  AdJckee-WoeU  edition,  K.  A.  G.,  note  2  to  |  9. 
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special  assessments  or  taxes). ^  The  fees  are  to  be 
fixed  in  advance  according  to  a  set  scale.  A  considera- 
tion of  persons  without  means  is  permissible  (nicht 
ausgeschlossen).  The  chief  administrative  court  of 
appeal  (Oberverwaltungsgericht)  in  interpreting  this 
clause  ruled^  nevertheless,  that  a  grading  of  fees  for 
the  same  services  according  to  ability  to  pay  or  other 
standards  was  not  permissible.  This  decision  led  to 
the  passage  of  a  declarative  law  which  stated  that  it 
was  permissible  to  grade  the  fees  according  to  ability 
to  pay,  even  to  the  point  of  entirely  freeing  certain 
individuals  from  payment.  Another  decision  of  the 
court  (March,  '07)  gave  a  restricted  meaning  to  the 
declarative  law  also.  It  was  held  that  a  reduction 
of  the  normal '  tariff  may  be  made,  but  not  an  increase 
according  to  increasing  ability  to  pay,  i.  e.  the  payment 
may  be  reduced  below  the  value  of  the  service  by  a 
degression,  but  it  cannot  be  increased  by  a  progression 
exceeding  the  value  of  the  service.' 

The  raising  of  fees  is  not  obligatory  in  the  case 
of  schools  for  elementary  instruction,  of  hospitals,  nor 
in  general  for  institutions  intended  primarily  to  meet 
the  needs  of  the  poorer  classes.  For  those  attending 
the  higher  schools  a  payment  is,  however,  compulsory 

>  In  the  oaae  of  oommunal  iiutitutiont  or  undertddnict  which  especially  benefit 
a  puticuUr  section  or  a  particuUr  class  of  citisens.  heavier  tax  impositions  may  take 
the  place  of  fees  or  assessments.    Cf.  K.  A.  G..  |  20. 

Heavier  taxation  of  individual  industrial  or  commercial  establishments  may  also  be 
pennitted. 

The  principle  is  even  extended  to  interoommunal  relationships  and  it  is  provided 
that  whenever  a  community  through  its  industries,  etc.,  is  the  cause  of  the  imposition 
of  extra  and  unusual  burdens  upon  a  neichborint  oommunity,  it  can  be  forced  to 
contribute  to  the  resultant  extraordinaty  disbursements.    K.  A.  G.,  |  58. 

*  The  normal  tariff  as  defined  in  the  K.  A.  Q..  |  4:  — 

The  rates  are,  as  a  rule,  to  be  so  fixed  that  the  costs  of  administration  and  upkeep, 
ineludins  the  pasrments  for  interest  and  amortisation  on  the  capital  expended,  are 
red. 

It  win  later  be  apparent  that  the  practice  in  Frankfort  hardly  conforms  to  this 
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and  from  this  source  Frankfort  obtained  in  1910-11 
fees  (Schulgeld)  amounting  to  1,322,700  m.  The 
city  also  collects  hospital  fees  from  those  patients 
able  to  pay  (in  many  cases  the  payments  are  made 
from  sick  funds)  granting  reductions  to  persons  with 
incomes  under  2,100  m.  Minor  fees  are,  of  course, 
raised,  for  building  inspection,  for  example,  through 
the  registry  offices  (Standesamter),  the  Gewerbe-  and 
Kaufmannsgerichte,  etc.  But  a  further  consideration 
of  fees  can  best  be  discussed  in  connection  with  the 
various  mimicipal  public-service  undertakings. 

Anna  Youngman. 
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THE  DISSOLUTION  OP  THE  POWDER 
TRUST 

In  the  May  number  of  this  journal  appeared  an  article 
by  the  present  writer  on  the  Powder  Trust.  At  the  time 
the  article  went  to  press,  the  dissolution  plan  of  that  com- 
bination had  not  been  agreed  upon,  altho  dissolution  had 
been  acquiesced  in  by  it.  In  consequence  the  history  of 
the  organization  was  carried  only  to  the  interlocutory  decree 
of  June,  1911. 

On  June  13, 1912  the  opinion  of  the  court  and  final  decree 
were  filed  in  the  United  States  court  for  the  district  of 
Delaware.  The  suit  as  to  fourteen  of  the  corporations 
and  two  of  the  individual  defendants  was  dismissed. 
The  remaining  twenty-seven^  were  enjoined  and  the  com- 
bination ordered  dissolved.  The  present  note  will  endeavor 
to  set  forth  briefly  the  plan  devised,  thus  completing  the 
histoiy  begun  in  the  May  number.* 

By  the  terms  of  the  decree,  E.  I.  du  Pont  de  Nemours 
and  Company  (1902,  Delaware  corporation),*  the  Hazard 
Powder  Company,  Delaware  Securities  Company,^  Delaware 

>  Hftiard  and  Laflin  A  Rand  Powder  Companies,  Eastern  Dynamite  Company, 
Fainnount  Powder  Company,  Judson  Dynamite  &  Powder  Company,  Delaware 
Securities  and  Delaware  Investment  Companies,  California  Investment  Company, 
E.  I.  du  Pont  de  Nemours  A  Company  of  Pennaylvania,  du  Pont  International  Powder 
Company,  £.  I.  du  Pont  de  Nemours  Powder  Company,  E.  I.  du  Pont  de  Nemours  & 
Company,  Thomas  Pierre,  Alexis,  Alfred,  Eugene,  Eugene  E.  Henry,  Irenee  Franois 
and  Victor  du  Pont,  J.  A.  Haskell,  A.  J.  Knozham,  H.  M.  Parksdale,  E.  Q.  Buekner 
and  Frank  Connable. 

>  For  the  facta  and  figures,  see  tlie  text  of  the  deoision:  United  States  of  America 
y.  E.  I.  du  Pont  de  Nemours  and  Company.  In  the  district  Court  of  the  United 
States  for  the  District  of  Delaware,  Opinion  of  the  Court  and  Decree. 

•  Cf.  Stevens.  *'  The  Powder  Trust,"  Quarteriy  Journal  of  Economics,  May,  1912, 
vol.  szvi,  p.  470. 
«  Ibid.,  p.  472. 
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Investment  Company/  Eastern  Dynamite  Company,*  Cali- 
fornia Investment  Company,  and  the  Judson  Dynamite 
and  Powder  Company*  were  ordered  dissolved  and  their 
assets  distributed  among  their  respective  stockholders.  In 
addition  to  the  E.  I.  du  Pont  de  NemomB  Powder  Company 
(1903,  Delaware  corporation),  two  new  corporations  were 
provided  for,  with  the  alternative  that  the  Laflin  and  Rand 
and  Eastern  Dynamite  companies  might  be  re-organized 
and  utilized  instead  of  two  new  corporations,  or  either  of 
the  former  for  either  of  the  latter.  In  case  the  Laflin  and 
Rand  Company  was  not  so  utilized  it  was  provided  that 
it  should  be  dissolved  and  should  distribute  its  property 
to  stockholders. 

To  the  first  of  these  two  new  corporations  were  assigned 
three  plants  for  the  manufacture  of  dynamite,  one  in  New 
Jersey,  one  in  Michigan,  and  one  in  California;  seven  plants 
for  the  manufacture  of  black  blasting  powder,  two  in  Pennsyl- 
vania and  one  each  in  New  York,  Ohio,  Wisconsin,  Kansas, 
and  California;  and  two  plants  for  the  manufacture  of  black 
sporting  powder,  one  in  Connecticut  and  one  in  New  York. 
To  the  second  corporation  were  allotted  four  plants  for  the 
manufacture  of  dynamite,  one  located  in  New  Jersey,  one 
in  Michigan,  one  in  Missouri,  and  one  in  California,  and  five 
for  the  manufacture  of  black  blasting  powder,  two  in  Pennsyl- 
vania and  one  each  in  Tennessee,  Illinois,  and  Kansas. 

The  above  arrangement  would  leave  to  the  third  corpora- 
tion, the  E.  I.  du  Pont  de  Nemoxurs  Powder  Company, 
eight  plants  producing  dynamite,  one  located  in  each  of  the 
states  of  Missoiui,  Wisconsin,  Washington,  Pennsylvania, 
Colorado,  Indiana,  New  Jersey,  and  Alabama;  seven  plants 
manufacturing  black  blasting  powder,  one  each  in  Colorado, 
Alabama,  Pennsylvania,  Iowa,  W.  Virginia,  Oklahoma,  and 
Minnesota;  two  plants  for  the  manufacture  of  black  sport- 
ing powder,  one  in  Deleware  and  one  in  New  Jersey;  and 

>  Ibid.,  p.  473. 

*  Ibid.,  p<  463.  If  med  in  rDorganUfttiop,  however,  the  Eitem  Dynamite  Company 
WM  not  to  be  diaeolved.    Cf.  below. 

•  Q.  J.  E..  vol.  lonri.  p.  470. 
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also  two  plants  for  the  manufacture  of  government  smokeless 
powder,  both  located  in  New  Jersey. 

It  will  be  noted  from  the  above  enumeration  that  neither 
of  the  two  new  corporations  were  given  plants  for  the  manu- 
facture of  smokeless  sporting  or  government  smokeless 
powder.  It  was,  therefore,  decreed  that  the  first  of  the  new 
or  reorganized  corx)orations  should  have  transferred  or 
furnished  to  it  at  Kenville,  New  Jersey,  or  other  suitable 
eastern  point  a  plant  with  a  capacity  of  950,000  poimds  of 
smokeless  sporting  powder  per  annum.  And  fiui^her,  to 
this  concern  the  brands  owned  by  Lafiin  and  Rand  were 
ordered  to  be  transferred.  The  situation  in  regard  to 
government  smokeless  powder  was  left  imchanged.  This 
is  explained  in  the  Court's  opinion: 

"This  is  because  a  division  of  that  business  among 
several  competing  companies  (there  being  only  one  cus- 
tomer) would  tend  to  destroy  the  practical  and  scientific 
co-operation  now  pursued,  between  the  Government  and  the 
defendant  company  just  named,  and  to  impair  the  certainty 
and  efficiency  of  the  results  thus  obtained."  ^ 

The  interesting  feature  of  this  reorganization  scheme  is, 
of  course,  the  method  of  handling  the  seciuities.  In  return 
for  the  transfer  of  the  above  enumerated  properties  the  two 
new  or  reorganized  concerns  were  to  pay  a  valuation  therefor 
based  on  the  last  inventory  and  including  also  a  fair  valua- 
tion for  brands  and  good  will,  as  follows: 

Fifty  per  cent  of  the  purchase  price  in  ten  year,  six 
per  cent  non-cumulative  bonds  not  secured  by  mort- 
gage, ''  payable  if  earned  by  the  company  during  said 
year,  or  to  the  extent  thereof  earned,  but  not  other- 
wise."» 

Fifty  per  cent  of  the  purchase  price  in  the  stock  of  the 
two  corx)orations  respectively,  to  be  for  the  time  being 
their  total  stock  issues. 

All  the  stock  and  one  half  of  the  bonds,  or  proceeds  of 
the  bonds,  thus  received,  were  ordered  distributed  among 

^  It  ahoold  also  be  added  that  the  Qovemment  by  ownership  and  operation  of  iti 
own  plants  is  enabled  to  oontrol  the  price  it  pays  for  powder. 
*  Callable  at  102. 
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the  stockholders  of  the  E.  I.  du  Pont  de  Nemours  Powder 
Company.  But  in  order  to  safeguard  this  distribution, 
the  two  new  or  reoi^ganized  corx)orations  were  each  to  pro- 
vide two  issues  of  stock,  one  with  and  the  other  without 
voting  power.  In  the  distribution  of  stocks  to  the  stock- 
holders of  E.  I.  du  Pont  de  Nemours  Powder  Company  such 
stock  as  was  to  go  to  any  one  of  the  twenty-seven  defend- 
ants was  ordered  to  be  allotted  one  half  in  the  voting,  and 
one  half  in  the  non-voting  issues.  It  is  to  be  noted,  however, 
that  upon  transfer  by  death  or  by  will  to  some  person  not 
one  of  the  twentynseven  defendants,  such  person  may 
exchange  the  non-voting  for  voting  stock.  The  same  right 
is  also  given  to  the  vendee  of  the  twenty-seven  defendants, 
said  vendee  not  being  one  of  them  or  the  wife  or  child  of 
one  of  them. 

The  decree  further  provides  that  a  fair  proportion,  so  far 
as  practicable,  of  the  explosives  business  shall  be  transferred 
to  the  new  corporations;  that  for  five  years  they  shall  be 
entitled  to  free  access  to  the  records  of  the  Trade  Bureau 
of  the  trust,  and  also  for  the  same  period  to  such  facilities 
as  the  E.  I.  du  Pont  de  Nemours  Powder  Company  possesses 
in  reference  to  the  purchase  of  material,  experimentation, 
scientific  research,  and  the  like.  Six  months  are  allowed 
to  put  in  force  the  terms  of  the  decree ;  that  is,  until  December 
15, 1912. 

The  defendants  are  enjoined  from  continuing  the  com- 
bination: (1)  By  transferring  either  of  the  two  new  businesses 
to  the  E.  I.  du  Pont  de  Nemours  Powder  Company  or  vice 
versa,  or  by  placing  the  stocks  of  either  in  the  hands  of  a 
voting  trust.  (2)  By  making  any  agreement  or  arrange- 
ment relative  to  prices  or  apportioning  trade  by  either 
customers  or  localities.  (3)  By  using  local  price  cutting 
to  eliminate  competition,^  except  that  prices  may  be  lowered 
to  meet  or  compete  with  those  of  rival  manufacturers.  (4)  By 
retaining  either  the  same  clerical  force  or  the  same  offices. 
(5)  By  operating  bogus  independents.    All  subsidiary  con- 

i  It  win  be  nmembered  that  local  itriM  outiing  wm  om  of  the  leading  weapons 
of  fhtb  Tniat.    Cf.  op.  eit..  Q.  J.  E.,  vol.  nW,  pp.  44fM60.  455-456.  45B-M0. 
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cems  using  their  names  upon  their  products  are  required 
to  use  also  a  statement  indicating  their  control. 

The  three  corporations,  stockholders,  officers,  and  agents 
are  further  enjoined  for  five  years  as  follows:  (1)  No  one 
corporation  shall  have  an  officer  or  director  who  also  holds 
such  an  office  in  either  of  the  other  corporations.  (2)  No 
one  corporation  shall  have  the  same  sales  agent  as  another.^ 
(3)  None  of  the  corporations  shall  acquire  stock,  factories, 
plants,  brands,  or  business  of  any  other. 

It  is  further  forbidden  to  the  individual  defendants  to 
acquire  within  three  years  any  stock  or  other  interest  in 
either  of  the  new  companies  beyond  the  share  allotted  under 
the  plan,  altho  they  may  acquire  the  interest  of  other 
defendants.*  Finally  the  new  companies  are  decreed  and 
adjudged  to  be  parties  to  the  cause  and  bound  by  the  pro- 
visions of  the  decree.  The  Court  retains  jurisdiction  of  the 
cause  and  orders  that  a  report  be  made  for  its  approval 
after  the  plan  is  effectuated. 

The  effect  of  this  dissolution  is  difficult  to  predict.  The 
distribution  of  plants  in  order  to  secure  competition  promises 
well.  In  the  transfer  of  securities  the  theory  has  been 
apparently  to  divide  the  strong  stock  control  of  the  du  Fonts 
by  returning  half  the  purchase  price  of  the  plants  trans- 
ferred in  an  income  bond.  The  du  Pont  interest  after  this 
process  is  again  split  in  half  by  the  distribution  to  the 
twenty-seven  defendants  of  half  their  stock  in  a  non-voting 
issue.  Regarding  this  latter  provision  it  is  to  be  borne  in 
mind  that  by  sale  to  other  than  the  defendants  or  their 
wives  and  children  such  non-voting  stock  becomes  exchang- 
able  for  voting  stock.  This  clause  is  pregnant  with  sugges- 
tions of  dummy  vendees.  It  is  veiy  questionable  if  the 
division  into  voting  and  non-voting  stock  as  it  stands  gives 
any  real  safeguard.  Had  the  court  forbidden  the  exchange 
of  the  non-voting  stock  for  voting  stock  for  a  period  of 
five  years  or  more  this  provision  would  have  been  more 
satisfactory. 

1  Except  that  they  may  sell  throuch  the  Mma  merehftnt  or  dealer. 
*  Thii  iMt  would  not,  of  oouree,  alter  the  proportion  of  the  total  interest  held  by  the 
twonty-eeven  defendants. 
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Afl  in  the  Tobacco  dissolution,  which  contains  the  same 
clause,  the  provision  against  the  acquisition  for  a  period  of 
three  years  by  defendants  of  further  interests  in  the  new 
companies  than  those  assigned,  is  open  to  serious  criticism. 
The  result  after  three  years  no  one  can  foretell.  It  may  be 
pointed  out  further  that  the  clause  forbidding  local  price 
cutting  contains  one  exception  that  makes  it  of  no  value 
if  by  chance  an  independant  manufacturer  cuts  the  price 
first.  As  the  clause  now  stands  that  act  would  apparently 
justify  a  price  war. 

In  conclusion  it  may  be  said  that  the  injunctions  laid 
upon  the  defendants  and  the  three  corporations  are  very 
similar  to  those  of  the  Tobacco  Dissolution  Plan  and  are 
to  that  extent  subject  to  nearly  aU  of  the  objections  raised 
by  Mr.  Brandeis  and  Mr.  Levy. 

William  S.  Stevens. 
Columbia  UmvEBsiTr. 
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A  COMPENSATED  DOLLAR 

SUMMARY 

A  dollar  constant  in  purchasing  power  is  needed,  214.  —  The  pur- 
chasing power  of  gold  varies,  215. — The  plan  for  a  compensated  dollar, 
217.  — The  use  of  index  numbers,  220.  —  No  change  in  coinage,  222.  — 
"Brassage''  and  redemption-bullion,  22. — Two  prices  of  gold,  mint- 
price  and  redemption-price,  227. — The  plan  briefly  summarized,  228.  — 
Illustration  of  its  working  if  it  had  been  adopted  in    1807,  22. 

On  September  26,  1912,  I  made  a  brief  report,  for 
one  of  the  sections  of  the  International  Congress  of 
Chambers  of  Commerce,  on  the  high  cost  of  living. 
In  that  report  I  briefly  described  a  proposal  for  render- 
ing the  gold  standard  more  "  stable "  by  virtually 
increasing  the  weight  of  the  gold  dollar  so  as  to  com- 
pensate for  losses  of  purchasing  power. 

In  the  present  paper  I  shall  endeavor  to  explain 
the  details  of  the  plan.  I  shall  assume  that  the  reader 
is  already  aware  of  the  following  important  facts: 
(1)  that  during  the  last  fifteen  years  throughout  the 
gold  standard  world,  the  general  level  of  prices  has 
been  rising,  or,  in  other  words,  the  purchasing  power 
of  gold  has  been  falling;  (2)  that  it  is  at  least  likely 
that  the  same  upward  movement  of  prices  will  con- 
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tinue  for  many  years  to  come;^  (3)  that  this  pro- 
gressive shrinkage  in  the  purchasing  power  of  gold  is 
a  serious  menace  to  the  stability  of  business,  affecting 
especially  all  long  time  investments,  resulting  in  the 
substitution  of  speculative  for  sound  business  condi- 
tions, and  disturbing  the  normal  relations  between 
those  forms  of  income  or  prices  which  are  relatively 
fixed,  such  as  interest,  rent,  salaries,  and  wages,  and 
those  which  are  more  promptly  adjusted,  such  as  the 
prices  of  most  staple  commodities. 

The  plan  aims  to  make  the  purchasing  power  of 
the  dollar  constant.  It  would  compensate  for  any 
loss  of  purchasing  power  of  each  grain  of  gold  by 
increasing  the  number  of  grains  which  go  to  make  a 
dollar.*  In  other  words  it  aims  to  standardize  the 
dollar  as  a  unit  of  purchasing  power.  We  have  stand- 
ardized the  yard,  the  pound,  the  kilowatt,  and  every 
other  important  commercial  unit  except  the  most 
important  of  all,  the  dollar,  the  unit  of  piu*chasing 
power.  We  have  now  a  gold  dollar  of  constant  weight, 
but  of  varying  purchasing  power.  We  need  a  dollar 
of  constant  purchasing  power  and  varying  weight. 

The  use  of  money  originated  to  meet  the  need  for  a 
medium  of  exchange  and  not  to  supply  a  standard 
of  value  or,  in  other  words,  a  standard  of  deferred 
payments.  The  reason  for  this  was  that  when  money 
began  to  be  differentiated  from  other  commodities 
there  was  a  real  need  of  a  medium  of  exchange,  but 
no  great  need  of  a  standard  of  deferred  payments. 

>  See  "  Will  the  Present  Upward  Trend  of  World  Prices  Continue  ?  "  by  In-ing 
Fisher,  in  The  American  Economic  Review,  September,  1912. 

>  The  idea  of  increasing  the  weight  of  gold  constituting  the  monetary  unit  had,  I 
learn,  previously  been  suggested  by  Woodrow  Wilson,  now  President  Elect  of  the 
United  States,  and  by  Mr.  William  C.  Foster  of  Watcrtown,  Mass.  I  also  find  that 
the  plan  here  suggested  is  somewhat  similar  to  a  hint  once  thrown  out  by  Professor 
Alfred  Marshall,  now  Emeritus  Professor  at  Cambridge  University.  (See  Contem- 
porary Review,  March,  1887,  "  Remedies  for  Fluotuatioos  in  General  Prioea,"  p.  371, 
footnote.) 
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Contracts  involving  any  considerable  length  of  time 
were  then  unknown.  Today,  on  the  other  hand, 
one  of  the  most  striking  facts  about  business  is  the 
great  network  of  contracts  which  binds  each  generation 
to  the  next. 

The  qualities,  therefore,  which  led  originally  to 
the  choice  of  any  particular  form  of  money,  such  as 
gold,  were  simply  the  qualities  of  a  good  medium  of 
exchange  —  concentration  of  large  value  in  small 
weight,  portabiUty,  durabiUty,  divisibility,  salability 
as  merchandise,  etc.  The  result  is  that  we  are  now 
employing  as  a  standard  of  deferred  payments  a  metal 
originally  selected  wholly  without  reference  to  that 
function  but  exclusively  because  of  its  fitness  to  serve 
as  a  medium  of  exchange.  It  so  happens  that,  as  a 
standard  of  deferred  payments,  gold  has  not  proved 
reliable.  Anyone  who  will  read  the  literature  of  the 
last  decade  of  rising  prices  or  the  previous  literature 
in  the  '80s  and  '90s  of  falling  prices,  will  realize  the 
shallowness  of  the  notion  that  "  gold  is  stable."  I 
commend  especially  the  reading  of  Sir  David  Barbour's 
recent  book,  The  Standard  of  Value,  which  contains 
an  analytical  study  both  of  the  long  period  of  falling 
prices,  1873-96,  and  of  the  present  period  of  rising 
prices,  beginning  in  1897.  As  Sir  David  Barbour 
has  so  well  shown,  it  would  help  greatly  if,  instead 
of  using  the  phrase  "  a  rise  in  general  prices,"  we  should 
ordinieuily  use  the  equivalent  phrase,  "  a  fall  in  the 
purchasing  power  of  the  dollar."  Periodically  in 
the  history  of  the  world  gold  has  been  discovered  in 
great  quantities  or  new  metallurgical  methods  of 
obtaining  it  have  been  developed;  while  at  other 
times  the  mines  have  become  suddenly  exhausted 
and  the  metal  relatively  scarce.  Moreover,  the  value, 
t.  6.,  the  purchasing  power,  of  gold  must  naturally  be 
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subject  to  innumerable  other  influences — such  as  the 
volume  of  bank  notes,  credit,  velocity  of  circulation,  and 
volume  of  trade,  as  well  as  myriads  of  antecedent  causes. 

As  we  have  drifted  into  the  use  of  a  monetary 
yardstick  unadapted  to  the  needs  of  a  modern  com- 
munity with  contracts  extending  far  into  the  future, 
we  have  seldom  discussed  or  even  considered  the  need 
of  its  stability.  For  this  reason  there  have  only  been 
occasional  and  extremely  academic  discussions  of  a 
stable  standard  of  value. 

A  number  of  impracticable  proposals  have  been 
made.  These  have  been  criticised  in  the  closing 
chapter  of  my  book,  The  Purchasing  Power  of  Money. 
The  so-called  multiple  standard  of  value  which  would 
continue  our  present  dollar  as  a  medium  of  exchange, 
but  create  an  ideal  unit  for  time  contracts,  has  attracted 
many,  but  it  does  not  appeal  to  business  men  and  their 
objections  are  well  grounded.  Not  only  would  the 
multiple  standard  necessitate  much  laborious  calcula- 
tion in  translating  from  the  medium  of  exchange 
into  the  standard  of  deferred  payments,  and  back 
again  but,  if,  as  has  been  suggested,  the  employment 
of  a  multiple  standard  were  at  first  optional,  the 
result  would  be  that  many  business  men  whose  pros- 
perity depended  on  a  narrow  margin  between  their 
expenses  and  receipts  would  be  injured  rather  than 
benefited  by  having  one  side  of  their  accounts  pre- 
dominantly in  the  actual  dollar  and  the  other  in  the 
ideal  unit.  They  are  quite  right  in  preferring  to  have 
both  sides  vary  together  in  order  that  the  margin 
between  them  shall  vary  comparatively  little  rather 
than  to  have  one  side  vary  less  than  the  other  and 
therefore  the  margin  between  them  vary  all  the  more. 

The  chief  objection,  however,  to  most  methods  for 
solving  the  problem  of  a  stable  standard  of  deferred 
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payments  is  that  they  involve  a  manipulation  of  the 
currency  by  Government  officials.  This  would  give 
a  power  so  great  to  these  officials  as  to  be  a  constant 
danger  to  business.  The  power  might  be  abused, 
and  even  if  it  were  not,  there  would  be  a  constant  fear 
that  it  might.  This  fear  of  itself  would  probably 
be  a  greater  injury  to  business  than  any  stability 
which  might  be  acquired  under  such  systems.  If 
any  plan  of  stabiUzing  the  dollar  is  ever  actually 
adopted  it  must  be  one  that  works  as  automatically 
as  the  mint  now  works  and  is  not  subject  to  the  judg- 
ment of  any  official. 

The  following  is  a  plan  which  meets  this  condition. 
It  is  to  virtually  (tho  not  literally)  increase  the  weight 
of  the  gold  dollar  and  to  vary  that  weight  from  time 
to  time  so  as  to  maintain  a  constant  purchasing  power. 

Today  prices  are  nearly  50%  above  the  level  of 
1896;  that  is,  a  dollar  will  now  buy  about  two- 
thirds  of  what  it  would  buy  then.  Yet  the  dollar  has 
remained  the  same  in  weight  —  25.8  grains.  If  the 
plan  here  proposed  had  been  in  operation  since  1896, 
the  weight  of  the  gold  dollar  would  virtually  (but 
not  literally)  have  increased  until  today  it  would 
have  been  heavy  enough  to  possess  50%  more  pur- 
chasing power  than  it  actually  does  possess,  i.  e.y 
as  much  as  the  dollar  of  1896  possessed.  For  sim- 
plicity of  illustration  we  may  for  the  present  assiune 
that  a  gold  dollar  weighing  50%  more  than  the  existing 
dollar  of  25.8  grains  would  have  50%  more  purchasing 
power;  that,  in  other  words,  if  the  gold  dollar  of 
today  weighed  38.7  grains,  it  would  buy  what  the  actual 
dollar  of  25.8  grams  bought  in  1896.  The  level  of 
prices  would  then  be  the  same  today  (in  terms  of  this 
supposed  heavier  dollar  of  38J  grains)  as  it  was  in 
1896  (in  terms  of  the  actual  dollar  of  25.8  grains). 
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In  order  to  have  preserved  this  same  level  of  prices 
throughout  the  period  1896-1912  it  would  only  have 
been  necessary,  beginning  in  1896,  to  have  increased 
gradually  the  weight  of  the  dollar.  This  gradual 
increase  in  the  weight  of  the  dollar  would  have  taken 
the  place  of  the  increase  in  prices  which  has  actually 
been  experienced  in  the  last  fifteen  years.  Of  course 
we  cannot  now  return  to  the  price  level  of  fifteen 
years  ago  but  we  can,  accepting  the  present  level 
of  prices,  prevent  any  further  rise  by  (virtually) 
putting  more  weight  into  the  dollar.  The  increasing 
number  of  grains  of  bullion  going  to  make  a  dollar 
would  then  compensate  for  the  lessening  purchasing 
power  of  each  grain.  The  plan  may  therefore  be 
called  a  plan  f or  "  a  compensated  dollar." 

But  how  could  such  an  increase  in  the  dollar- 
weight  be  accomplished  ?  How  could  the  weight 
of  the  dollar  be  increased  without  literally  having 
gold  dollars  of  many  different  weights  in  circulation 
or  suffering  the  annoyance  of  incessant  recoinage? 
How  also  could  we  know  the  proper  number  of  grains 
to  be  added  to  the  dollar  from  time  to  time  ? 

We  can  best  answer  these  questions  a  step  at  a 
time.  We  may  conveniently  distinguish  two  different 
cases:  (a)  the  hjrpothetical  case  in  which  gold  is 
supposed  to  circulate  only  through  gold  certificates, 
and  (6)  the  actual  conditions  now  existing  in  the  gold 
standard  world. 

It  is  interesting  to  note  in  passing  that  the  first  or 
supposititious  case  is  at  present  nearly  realized  in  the 
United  States.  There  are  a  billion  dollars  of  gold  in 
the  United  States  Treasury,  the  great  mass  of  which 
does  not  belong  to  the  Government  but  constitutes 
a  trust  fimd  for  the  banks  and  people  holding  gold 
certificates  representing  ownership  thereto.    Very  little 
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gold  actually  circulates.  For  simplicity,  however, 
we  shall  for  the  moment  suppose  that  no  gold  coin 
at  all  were  in  circulation  in  the  United  States,  but 
only  gold  certificates,  and  that  all  the  gold  in  the 
Treasury  were  in  bullion  form.  Suppose  further, 
that  it  were  the  uniform  practice  when  gold  bullion 
was  taken  to  the  mint  not  to  coin  it  but  to  issue  only 
gold  certificates  for  it.  The  situation  would  then 
be  absolutely  uncomplicated  by  gold  coins.  Gold 
would  exist  only  as  bullion,  entering  the  Treasury 
whenever  gold  miners  brought  it  there  in  exchange  for 
gold  certificates  and  coming  out  of  the  Treasury  when 
holders  of  gold  certificates  exchanged  them  for  bullion. 

As  there  would  be  no  coin  dollar,  the  only  gold 
dollar  would  be  a  virtual  gold  dollar  consisting  of  each 
25.8  grains  of  gold  (9/10  fine)  in  the  gold  bars  of  bullion 
kept  in  the  Treasury.  A  gold  bar  weighing  25,800 
grains  would  contain  1000  virtual  dollars.  This  virtual 
dollar  may  also  be  called  the  "  redemption-bullion.'' 
Similarly,  we  may  call  the  quantity  of  bullion  accepted 
at  the  mint  in  exchange  for  each  dollar  of  gold  certif- 
icates, the  "  mint-bullion.''  At  present  both  the  "  mint- 
bullion  "  and  the  "  redemption-bullion  "  are  the  same, 
25.8  grains. 

In  the  language  of  commerce  the  two  operations 
of  issuing  and  redeeming  certificates  may  be  expressed 
by  saying  that  the  Government  buys  and  sells  gold 
(for  certificates)  at  a  fixed  price.  This  fixed  price, 
as  it  is  at  present,  is  easily  computed.  Since  each 
gold  dollar  consists  of  25.8  grains  of  gold  9/10  fine  and 
since  there  are  480  grains  in  the  ounce  Troy,  it  requires 
480  •^  25.8,  or  18.60  gold  dollars  to  weigh  one  oimce. 
Consequently  the  price  of  gold  (9/10  fine)  must  be 
$18.60  per  ounce.  It  follows  that,  when  gold  bullion 
is  taken  to  the  mint  we  may,  if  we  please,  say  that  the 
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Government  buys  gold  bullion  and  pays  for  it  in  gold 
certificates  at  a  "  mint-price  "  of  $18.60  per  ounce; 
and  also  that  when,  on  the  other  hand,  these  certifi- 
cates are  presented  for  redemption  in  bullion  the 
(jovemment  sells  gold  bullion,  receiving  in  payment 
gold  certificates  at  a  "  redemption-price  "  of  $18.60 
an  ounce.  It  is  evident  that  the  proposal  here  made 
to  raise  the  weight  of  a  gold  dollar  above  25.8  grains 
(or,  more  specifically,  to  raise  the  weight  of  the  re- 
demption-bullion and  the  mint-bullion)  is,  otherwise 
expressed,  a  proposal  to  lower  the  price  (i.  e.,  the  re- 
demption-price and  the  mint-price)  of  gold  bullion 
below  $18.60.  At  present  the  Government  buys  and 
sells  at  the  same  price;  that  is,  both  the  mint-price 
and  redemption-price  are  the  same,  $18.60  per  ounce. 
One  essential  detail  of  the  present  proposal  is  to  put 
a  small  margin  (say  1%)  between  the  two  Government 
prices,  the  mint-price  and  the  redemption-price;  or, 
otherwise  expressed,  to  put  a  slight  margin  between  the 
mint-bullion  and  the  redemption-bullion.  The  mint- 
price  would  be  the  lower  of  the  two  prices  and  there- 
fore the  mint-bullion,  the  higher  of  the  two  bullions. 
The  margin  of,  say,  1%  may  be  regarded  as  a  "  bras- 
sage "  charge  for  minting.* 

With  this  premise  the  proposal  may  be  said  to  be 
a  proposal  merely  to  readjust,  from  time  to  time, 
the  Government  pair  of  prices  for  gold,  keeping  always, 
of  course,  the  constant  margin  of  1%  between  them. 

The  important  question  remains:  how  can  we  know 
what  changes  to  make  from  time  to  time  in  the  weight 
of  the  redemption-bullion  or  "  virtual  dollar  "  ?  The 
answer  is:  By  index  nimibers  of  prices,  such  as  those 

1  The  real  purpoee,  however,  of  this  braaeage  charce  is  to  aafesuard  the  Treasury 
against  speculation  in  gold  through  a  proviso  that  the  pair  of  Government  prioes  shall 
never  be  shifted  up  or  down,  at  any  one  time,  by  more  than  the  margin  between  them. 
How  ttus  proviso  would  prevent  such  speculation  will  be  explained  later. 


Digitized  by 


Google 


A  COMPENSATED  DOLLAR  221 

of  Sauerbeck,  The  Economist^  the  British  Board  of 
Trade,  the  United  States  Bureau  of  Labor,  the  Cana- 
dian Department  of  Labour,  Bradstreet,  or  Gibson. 
Ahnost  any  one  of  these  would  afford  a  good  guide 
and  they  all  agree  fairly  well.  Elsewhere^  I  have 
discussed  in  detail  the  relative  merits  of  forty-foiu* 
different  forms  of  index  numbers. 

When  once  a  system  of  index  numbers  is  decided 
upon,  their  numerical  calculation  becomes  a  mere 
matter  of  clerical  arithmetic,  admitting  of  little  or  no 
discretion  on  the  part  of  the  compiler.  If  the  official 
index  number  should  at  any  time  show  the  price  level 
to  deviate  by,  say,  i%  above  the  base  level  from  which 
the  system  started,  it  would  become  mandatory  to 
correct  the  mint-bullion  and  redemption-bullion  by  in- 
creasing them  i%  {%.  e.,  to  decrease  the  bullion  prices 
by  J%)  and  similarly  for  any  other  deviation  from  par* 
— subject,  of  course,  to  the  restrictions  above  imposed. 
Thus  if  the  price  level  deviated  by  3%  below  the 
original  par,  then,  assuming  a  brassage  of  1%  and  the 
adjustment  quarterly,  the  redemption-bullion  could 
be  corrected  only  to  the  extent  of  1%  in  any  one 
quarter  of  the  year;  but  the  full  correction  of  3%  could 
be  reached  in  three  quarters  unless  the  deviation  were 
a^ravated  in  the  meantime;  and  in  that  case  the 
correction  would  follow  steadily  on  the  heels  of  the 
deviation. 

The  plan  then,  without  abandoning  the  gold  standard, 
assimilates  it  to  the  multiple  standard. 

We  have  still  to  explain  a  few  complications.  In 
view  of  the  fact  that  gold  coin  exists  and  is  in  circula- 

1  The  PurohaBing  Power  of  Money,  ch.  z  and  Appendix  to  oh.  z. 

>  The  eyetem,  however,  doee  not  absolutely  require  that  the  correction  to  be  applied 
to  the  weight  of  the  redemption-bullion  shall  be  exactly  mmal  to  the  deviation  from 
par  of  the  indez  number.  So  long  as  the  correction  varies  directly  with  the  deviation 
it  may  be  somewhat  greater  or  somewhat  less.    See  Appendix  III. 
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tion,  the  actual  proposal  is  complicated  slightly  by 
this  fact.  Yet  the  appearance  on  the  scene  of  coined 
gold  does  not  complicate  the  mechanism  as  greatly 
as  might  at  first  be  supposed;  for  gold  coin  would 
then  be,  in  effect,  merely  gold  certificates  printed  on 
gold.  Each  gold  dollar  of  25.8  grams  would  confer 
on  the  holder  exactly  the  same  rights  as  those  possessed 
by  the  holder  of  ordinary  gold  certificates  printed  on 
paper.  Gold  dollars  would,  in  such  a  system,  be  mere 
tokens  —  like  brass  checks  —  entitling  the  holder  to 
gold  bullion.^  That  is,  the  actual  literal  gold  dollar 
of  25.8  grains  would  give  the  holder  a  claim  on  gold 
bullion  in  the  Treasury  to  a  greater  amount  than  25.8 
grains.  The  only  real  complication  introduced  by 
admitting  gold  coin  into  the  proposed  system  consists 
in  the  fact  that  the  "  virtual  dollar  "  or  the  redemp- 
tion-bullion in  which  gold  certificates  and  gold  coin 
are  redeemable  can  never  be  permitted  to  fall  in  weight 
lower  than  the  weight  of  the  gold  dollar,  25.8  grains. 
Waiving  this  complication  for  the  moment  and  assum- 
ing that  the  redemption-bullion  or  virtual  dollar 
always  exceeds  in  weight  the  coin  dollar,  it  will  be 
seen  that  the  proposal  involves  no  change  whatever 
in  the  currency  of  any  coimtry.  Some  kind  of  coins 
and  paper  money  would  be  passed  from  hand  to  hand 
and  the  ordinary  man  would  be  quite  unaware  of  any 
change  and  as  unconscious  of  the  operation  of  the  new 
system  as  he  is  now  unconscious  of  the  operation  of 
the  present  system.  The  only  persons  who  would 
notice  the  change  would  be  the  gold  miners  who  bring 
gold  to  the  mint  (who  would  find  that  the  price  they 
could  get  would  not  always  be  $18.60  per  oimce)  and 

t  It  ahould  CO  without  saying  that  ail  gold  doUan.  whether  old  or  new,  i.  e. ,  whether 
originaliy  minted  for  25.8  grains  of  bullion  or  minted  at  a  later  period  for  a  larger  amount 
of  bullion,  would  be  redeemable  at  any  time  in  the  same  quantity  of  **  redemption- 
bullion  "  without  diserimination. 
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the  jewelers  and  others  who  desire  gold  bullion  (who 
would  find  that  the  Sub-Treasury  would  be  f  umidung 
them  gold  bars  at  not  always  $18.60  per  ounce.^ 

If  we  suppose,  for  instance,  that  the  redemption- 
bullion  had  been  gradually  increased  since  1896  imtil 
today  it  were  50%  heavier,  or  38.7  grains,  while 
the  actual  gold  dollar  were  still  25.8  grains,  the  Govern- 
ment would  now  be  redeeming  on  demand  each  gold 
dollar  (of  25.8  grains)  in  38.7  grains  of  gold  bullion. 

As  to  convertibility  in  the  other  direction,  the 
Government  mint  would  (had  the  system  been  adopted 
in  1896)  now  be  prepared  to  give  back  a  gold  dollar 
for  each  38.7  grains  of  bullion  plus  the  coinage  fee  or 
"  brassage  "  of,  say,  1%.  This  brassage  of  1%  would 
then  be  .387  grains  to  be  added  to  the  38.7,  making 
39.087  grains  in  all  as  the  bullion  required  at  the  mint 
to  procure  a  gold  dollar.  This  would  be  the  "  mint- 
buUion." 

Here  we  see  clearly  illustrated  the  two  quanta  of 
gold  bullion,  slightly  differing  from  each  other  —  38.7 
grains  and  39.087  grains  —  the  former,  or  "  redemption- 
bullion,"  being  the  quantum  which  the  Government 
would  give  for  a  gold  dollar  and  the  latter,  or  "  mint- 
bullion,"  being  the  quantum  it  would  take  for  a  dollar. 
The  total  difference  between  the  mint-bullion  (39.087 
grains)  and  the  bullion  in  the  gold  dollar  (25.8  grains) 
is  13.287  graios  and  would  be  retained  by  the  Govern- 
ment as  a  part  of  its  bullion  reserve  for  redeeming 
gold  coin.    Of  this  13.287  grains  only  .387  is  brassage; 

1  Altho  it  is  not  neoMtaiy  that  the  bullion  in  the  |old  dolUr  ahiJl  be  equal  to  the 
bullion  or  "  virtual "  dollar  in  whieh  it  is  redeemable,  it  is  moet  emphatically  MscnU'al 
that  eoin  doUan  shall  be  redeemable  in  bullion  on  demand.  It  is  this  provision  for 
unlimited  redemption  on  demand  which,  with  the  provision  for  the  unlimited  eolnace 
(or  purchase  by  the  Government)  of  gold  bullion,  provides  for  the  automatic  retire- 
ment on  the  one  hand  or  issue  on  the  other  of  gold  coin  or  certificates.  Moceover 
it  is  the  possibility  of  turning  gold  dollars  or  gold  certificates  into  commercial  bullion 
which  is  the  easenoe  of  the  gold  standard.  Without  some  sort  of  convertibility  into 
bullion,  we  should  not  have  a  gold  standard  at  all,  but  only  fiat  money. 
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the  remainder;  12.9  grains,  may,  for  want  of  a  better 
term,  be  called  '^  seigniorage."  That  is,  the  so-called 
seigniorage  is  the  difference  in  weight  between  the 
literal  dollar  and  the  virtual  dollar,  —  the  bullion 
in  which  it  could  be  redeemed.  The  plan  might 
therefore  be  roughly  described  as  one  to  restore  the 
ancient  custom  of  seigniorage,^  the  purpose  of  the 
seigniorage  being  to  act  as  a  sort  of  dam  or  tariff  to 
impede  the  influx  of  gold  at  the  mint.  This  is  the  one 
sluiceway  by  which  it  may  enter  the  circulation  and, 
unlike  the  mines,  it  is  a  sluiceway  over  which  we 
have  control.  If,  at  any  time,  the  redemption- 
bullion  was  38.7  grains,  the  redemption-qmce  would 

25  8 
of  course  be  two-thirds  of  the  present  price,  i.  e.   — ^ 

3o.7 

of  $18.60  or  $12.40  per  ounce,  while  the  mint-price 

25  8 
would  be       '     of  $18.60  or  $12.28  per  ounce.    Thus 

the  Government  would  stand  ready  to  sell  gold  at 
$12.40  and  to  buy  it  at  $12.28,  the  difference,  12 
cents  per  ounce,  being  the  "  brassage "  or  Govern- 
ment conmiission.' 

I  This  "  aeignionce  "  would,  howev«r,  be  «  peculiar  sort  of  eeicoionice  in  that 
(1)  it  would  be  created  not  by  reducang  the  weight  of  the  coin,  but  by  inereaaing  the 
weight  of  bullion  behind  it;  (2)  it  would  not  be  fixed  aibitraiily,  but  would  be  automat- 
ically adjusted  from  time  to  time  (as  later  explained);  and  (8)  it  would  not  belong 
to  the  Government  for  its  own  profit,  but  would  be  part  of  a  trust  fund  to  be  used  for 
redemption  puzposes  only. 

s  For  convenience  of  reference  vre  may  here  ooUeot  the  technical  terms  employed 
and  their  definitions:  — 

(1)  BMUmpHonrbuUion  is  the  amount  of  gold  bullion  given  by  the  CSovemment  in 
redeeming  each  dollar  of  gold  coin  (or  gold  certificates).    This  is  the  "  virtual  doUar." 

(2)  M%nl4niUion  is  the  amount  of  gold  bullion  required  by  the  Government  for 
each  gold  dollar  of  gold  coins  minted  (or  dollar  of  gold  certificates  issued). 

(8)  Bra—aoe  is  the  (alight)  excess  in  weight  of  the  mint-bullion  over  the  redemption- 
bullion. 

(4)  80ignwra4f€  is  the  excess  in  wsight  of  the  redemption-bullion  over  the  gold 
dollar  (in  other  words  the  excess  in  weight  of  the  virtual  over  the  literal  dollar). 

(6)  BMUmpUon^priet  (the  reciprocal  of  redemption-bullion)  is  the  amount  of  gold 
ooin  (or  certificates)  received  by  the  Government  for  an  ounce  of  gold  bullion. 

(6)  If Mil-priM  (the  reciprocal  of  mint-bulUon)  is  the  amount  of  gold  ooin  (or  certif« 
icates)  given  by  the  Government  for  an  ounce  of  gold  bullion. 
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The  two  operations,  selling  (or  redemption)  and 
buying  (or  minting),  would  keep  the  value  of  the  dollar 
not  less  than  the  redemption-bullion,  or  38.7  grains, 
and  not  more  than  the  mint-bullion,  or  39.087.  In 
other  words,  the  official  prices  for  selling  and  buying 
gold  would  fix  its  market  price  between  the  limits  ^ 
of  $12.40  and  $12.28  per  ounce. 

1  These  two  limits  are  like  the  two  **  gold  poiirts  "  in  foi«ign  exehsnce  or  the  two 
limits  used  in  the  gold  exehsnge  stsodmid.  Thus  in  Austria  the  Austro-Hungsrian 
bank  stands  ready  to  buy  gokl  at  K.  8,278  per  kilo,  but  sells  it,  or  rather  olaims  on  it  in 
London  (exchange  on  London)  at  a  slightly  higher  prioe.  The  actual  price  of  gold 
bullion  in  the  open  market  might  be  any  price  within  the  two  limits  set  by  the  Govern- 
ment Just  as  the  price  of  foreign  exchange  may  now  be  any  price  between  the  '*  gold 
points."  If  at  any  time  the  market  price  falls  between  the  two  limits  —  t.  e.,  is  greater 
than  the  mint-price  and  lower  than  the  redemption-price — there  will  be  no  redemption 
and  no  minting.  For  no  one  would  sell  bullion  to  the  Qovemment  for  812.28  an  ounce 
when  he  could  get  a  higher  price  in  the  market,  nor  buy  bullion  of  the  Govemment  for 
812.40  an  ounce  when  he  could  get  it  cheaper  in  the  maricet.  Minting  would  only 
occur  when  the  mint-price  ruled  the  market,  and  redemption  only  when  the  redemption- 
price  ruled  the  maricet.  Practically  it  would  usually  be  true,  in  all  probability,  that 
the  mint-price  woukl  rule  and  that  minting  would  go  on,  t. «.,  that  there  would  be  much 
more  minting  than  redemption.  Nerertheless  the  redemption-price  serves  a  very 
important  purpoae.  It  acts  as  an  effective  deterrent  to  ccnning  the  seigniorage  and 
so  inflating  the  currency.  So  long  as  the  Qovemment  makes  itself  seriously  req>onsi- 
bie  for  redemption  it  could  not  afford  to  coin  much  of  its  reserve.  To  do  so  would  tend 
to  inflate  the  currency,  raise  the  price  of  bullion  and  lead  to  buying  it  of  the  Govern- 
ment, or  in  other  words  to  redeeming  gold  coin  in  buUion.  If  the  Government  wishes  to 
coin  its  bullion  it  could  do  so  up  to  the  point  where  the  redundant  coin  so  produced 
flows  back.  The  operation  is  thus  self-limiting,  Just  as  in  the  Philippines,  or  in  other 
countries  having  the  gold  exchange  standard.  The  obligation  of  the  Government  to  sell 
exchange  on  gold  would  set  a  limit  to  the  extent  to  which  it  could  inflate  the  currency. 
But,  while  this  obligation  of  itself  impoees  prudence,  sound  finanoieting  would  natu- 
rally demand  that,  in  adopting  the  system,  we  should  incorporate  the  principle  now 
employed  as  to  the  gold  leservo  behind  the  gold  certiflcates,  namely  that  no  gold  should 
be  coined  on  Government  account,  but  all  gold  bullion  received  at  the  mint  in  exchange 
for  gold  certificates  or  coin  should  be  regarded  Just  as  it  is  at  present,  namely  as  a  trust 
fund,  not  belonging  to  the  Government  but  to  the  holders  of  the  gold  certiflcates  (and 
coin)  in  dreulation.  It  would,  of  course,  now  be  possible,  up  to  a  certain  point,  for 
the  CSovemment  to  coin  some  of  its  trust  fund  of  gold  and  still  be  able  to  redeem  all 
gold  certificates  presented.  But  this  would  be  Government  banking.  The  present 
legal  requirement  which  treats  this  gold  as  a  trust  fund  on  deposit  and  not  belonging 
to  the  Government  is  a  safe  and  sound  policy  and  should  be  continued  unchanged  and 
unaffeeted  by  the  increase  in  the  weight  of  the  redemption-bullion.  In  countries 
where  no  such  fund  already  exists,  the  Government  must,  of  course,  aoquire  the 
neceaiary  bullion  reserve.  Judging  from  experience  with  the  gold  exchange  standard, 
however,  the  reserve  needed  would  not  be  great.  (See  Conant  *'  The  GoU  Exchange 
Standard  in  the  Light  of  Experience.**  Economic  Journal.  June,  1000,  pp.  190-200.) 
Of  oourse  the  (Sovemment  would  not  add  any  redemption  responsibilities  other 
than  to  redeem  gold  coin  in  bullion.  Banks  and  other  institutions  having  redemp- 
tion obligations  would  still  have  them  unchanged,  their  redemption  being  in  coin 
and  not  in  bullion.  Thus  the  introduction  of  the  adjustable  seigniorage  «ystem 
would  not  make  neoessary  any  substantial  ehanges  in  banking  or  currency  laws  other 
than  to  make  the  Government  responsible  for  baying  and  selling  gold  bullion  at 
the  specified  rates. 
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As  already  remarked,  the  *'  seigniorage  '^  must 
never,  of  course,  be  negative.  If,  for  instance,  the  mint- 
bullion  were  12.9  grains,  half  as  much  bullion  as  is  in  the 
coin  dollar,  every  dollar  of  25.8  grains  could  be  melted 
and  the  bullion  so  obtained  tsken  to  the  mint  and 
exchanged  for  two  coin  dollars,  these  melted  and 
converted  into  four,  and  so  on  in  an  ''  endless  chain." 
An  obvious  proviso  in  the  proposed  plan  is  therefore 
that  the  redemption-bullion  (or,  at  the  utmost,  the 
mint-bullion)  must  never  be  lighter  than  the  dollar  it- 
self. The  present  indications  are  that  gold  will  con- 
tinue to  lose  in  purchasing  power  so  that  the  redemp- 
tion-buUion,  in  order  to  maintain  the  same  purchasing 
power  as  the  present  dollar,  would  need  in  general 
to  increase  in  weight  in  the  future.  If,  however, 
it  should  ever  happen  that  the  redemption-bullion 
should  shrink  in  weight  again  to  25.8  grains,  then 
the  proviso  that  it  should  never  fall  below  this 
figure  would  come  into  operation.  So  long  as  it 
remained  at  25.8  grains  it  would  cease  to  be  adjustable 
and  to  maintain  a  constant  purchasing  power.  It 
would  then  have  a  constant  weight,  but  varying 
purchasing  power  just  as  at  present.  It  is  probably 
better  not  to  cross  that  bridge  till  we  come  to  it; 
for,  if  my  conclusions  as  to  the  future  course  of  prices 
are  correct,  we  probably  never  shall  come  to  it.  We 
need  only  provide,  in  advance,  that  when,  if  ever,  we  do 
come  to  it  and  the  index  number  actually  shrinks  be- 
low par  by  a  substantial  amount  (say  10%),  then  all 
gold  coin  is  to  be  withdrawn  from  circulation  and  gold 
certificates  substituted  (or  new  gold  coins  of  lighter 
weight).  Of  course  any  reduction  in  the  weight  of  gold 
coin  would  produce  no  impairment  of  its  value  so 
long  as  it  remained  redeemable  in  bullion  possessing  the 
original  purchasing  power.    A  good  instance  of  such 
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a  reduction  of  weight  with  just  such  a  purpose  was  that 
made  in  the  peso  when  the  gold  exchange  system  was 
adopted  in  the  Philippines.^ 

We  are  now  ready  to  explain  why  two  prices  —  the 
mint-price  and  the  redemption-price  —  of  gold  are 
necessary.  If  the  Government  were  to  both  buy  and 
sell  at  the  same  price,  every  expected  shift  of  that 
price  would  lead  to  speculation  embarrassing  to  the 
Government.  For  instance,  if  the  mint-price  were 
today,  say,  $18  per  ounce  and  if  it  were  known  or 
expected  that  tomorrow  the  price  would  be  raised 
to  $18.50,  speculators  would  today  buy  of  the  Govern- 
ment gold  bullion  and  sell  it  back  tomorrow  at  an 
advance  of  fifty  cents  per  ounce.  This  would  be  costly 
to  the  Government  and  might  temporarily  exhaust 
its  gold  reserve.  The  opposite  speculation  would 
accompany  a  drop  in  the  official  price.  This  would 
also  be  costly  to  the  Government  tho  it  would 
(temporarily)  increase  its  gold  reserve.  If,  however, 
the  Government  protects  itself  by  charging  a  slightly 
higher  price  than  it  pays,  it  is  evident  that  no  such 
speculation  would  ensue  if  a  provision  be  made  that 
this  pair  of  prices  shall  not  be  shifted  by  more  than  the 
margin  between  them.* 

Let  us  suppose  that  the  two  prices  differ  by  a  "  bras- 
sage "  margin  of  1%,  and  that  the  pair  of  prices  are 
to  be  adjusted  quarterly.  This  permits  a  maximimi 
movement  up  or  down  of  4%  per  annum  which,  tho 
it  may  not  be  always  sufficient  to  maintain  absolutely 
constant  the  purchasing  power  of  the  monetary  unit, 
will  always  tend  in  that  direction.*    It  is  evident  that 

>  At  fint  the  Attempt  wm  made  to  isetitute  the  gold  exchange  standard  without 
djstuibing  the  weight  of  the  peso,  but  in  ooneequenoe  of  an  unexpected  rise  in  silver  it 
was  later  decided  to  reduce  the  weight  from  374  grains  to  247  grains. 

>  See  Appendix  I. 

*  It  would  be  possible  and  perhaps  advisable  also  to  provide  against  speculating 
for  a  Km  in  the  price  of  bullion  over  a  period  covering  two  successive  dates  for  adjusting 
the  Government  prices  by  specifying  that  even  if  the  brassage  margin  were  wide  enough 
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under  such  a  system  gold  would  still  be  the  ultimate 
means  of  redemption  and  it  would  still  be  coined 
freely  (i.  e.,  ad  libitum).  Its  inflow  and  outflow  into 
circulation  through  gold  certificates  would  therefore 
still  regulate  the  value  of  the  dollar  between  adjust- 
ment dates,  just  as  at  present.  But  there  would  be 
a  continued  correction  of  the  weight  of  the  (virtual) 
dollar  so  as  to  restore  its  original  purchasing  power 
when  altered.  It  would  thus  be  a  multiple  standard 
realized  in  practice  instead  of  merely  an  ideal  money 
of  account^  like  the  tabular  standard,  separate  from 
the  actual  money  in  our  pockets. 
The  plan  then  in  brief  is: 

(1)  To  inatUtUe  an  offixAal  index  number  of  prices^ 
selecting  some  initial  year,  as  the  ba^e  of  reference,  the 
price  level  for  that  year  being  called  100%. 

(2)  The  Government  or  Governments  thereafter  to  re- 
adjust  the  official  weight  of  the  "  redemption-buUion  "  or 
the  '*  virtual  dollar  "  {the  quantum  of  bullion  in  which 
it  wiU  redeem  the  gold  dollar)  at  regular  intervcds,  say 
monthly,  according  to  the  findings  of  the  index  number. 
If  in  any  month  the  index  number  deviates  from  par, 
the  redemption-buUion  is  to  be  corrected  in  proportion 
to  the  deviation,  provided  however 

(a)  that  no  one  shift  in  the  weight  of  the  redemption- 
bullion  shaU  exceed  the  "  brassage "  (say  1%) 
nor  such  slated  limits  as  wHl  safeguard  the  Govern- 
ment from  injurious  speculations  and 

(b)  that  the  redemption-bullion  shall  in  no  case  be 
of  less  weight  than  the  coin  dollar. 

and  the  interval  between  adjustments  short  enough  to  admit  of  a  rapid  rise  or  fall  of 
Goyemment  prices,  nevertheless  the  rise  should  be  limited  to  a  rate  less  than  the  ordi- 
nary rate  of  interest  on  risky  and  short  term  investments  so  that  there  would  be  no 
possible  object  in  withdrawing  gold  from  the  Treasury  in  order  to  hold  it  for  a  rise  at 
future  dates.  If  the  rise  was  limited  to  4%  per  annum  or  1%  per  quarter  this  condi- 
tion would  be  met.  In  fact  a  considerably  larger  rate  might  be  permitted.  Probably, 
in  fact,  any  restriction  at  all  would  be  quite  unnecessary  as  such  speculation  in  gold 
would  be  no  more  common  than  speculation  in  silver  at  present.  See  also  Appendix  I. 
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(3)  The  Oavemment  to  he  responsible  at  all  times  for 
redeeming  on  demand  gold  coins  {or  certificates)  in  re- 
demptunirbuUion  and  for  minting  bullion  at  the  same 
rate  (except  for  the  "  brassage  "  of,  say,  1%);  in  other 
wards,  the  Oavemment  to  be  always  ready  to  seU  gold 
bullion  at  the  redempOon-qnice  and  to  buy  it  at  the  mint- 
price  {the  redemption-price  less  the  "  brassage  "). 

The  following  tables  and  diagram  have  been  cal- 
culated by  the  method  detailed  in  the  Appendix,  and 
show  approximately  what  the  index  number  would 
have  been  had  the  system  here  proposed  been  in  actual 
use  under  the  different  conditions  assumed.  Three 
sets  of  calculations  are  made. 

The  first  supposes  the  system  to  have  been  instituted 
in  January^  1897,  and  employs  1896  as  a  base.  This 
calculation  assumes  a  brassage  charge  of  1%  and  a 
quarterly  readjustment  not  to  exceed  tiiat  amount. 

Tl^e  second  also  starts  in  January,  1897,  and  employs 
the  same  base,  but  supposes  a  brassage  of  3%  with  a 
maximum  possible  quarterly  increase  in  the  weight 
of  the  redemption-bullion  of  that  amoimt  (3%),  but 
a  maximum  decrease  of  only  1%.^ 

The  third  assumes  the  system  to  have  been  inaugu- 
rated Januaiy,  1904,  to  be  operated  monthly  instead 
of  quarterly,  to  be  based  on  the  price  level  of  December, 
1903,  as  100%  and  to  have  a  brassage  charge  of  H% 
with  a  maximum  single  increase  in  the  weight  of  the  re- 
demption-bullion of  that  amoimt  (1}%)  and  a  maxi- 
mum decrease  of  }%. 

I  shall  not  take  the  space  here  to  enter  the  results 
of  all  these  calculations.  The  method  is  fully  described 
in  Appendix  II.  In  brief  it  may  be  explained  by  an 
example  taken  from  the  midst  of  the  third  calculation. 

>  Tbe  results  would  be  praotaosUy  the  seme  if  the  brassags  were  1%  but  the 
frequensy  of  ehsnce  vrere  onoe  s  month  for  so  inoresse  in  weight  and  onoe  s  quarter 
for  a  decrease;  but  the  oaleulations  involved  would  have  been  much  more  laborious. 
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For  January,  1910,  the  index  number  of  prices  was, 
as  a  matter  of  history,  18.8%  higher  than  that  of 
December,  1903  (according  to  the  tables  of  the  Bureau 
of  Labor).  In  other  words,  if  we  call  the  price  level 
of  December,  1903,  100%,  that  of  January,  1910,  was 
118.8%.  If,  however,  the  system  here  proposed  had 
been  in  operation,  the  index  number  January,  1910, 
would  have  been  100.4,  or  only  .4%  above  par.  This 
.4%  excess  above  par,  therefore,  would  have  then 
served  as  a  signal  to  add  .4%  to  the  weight  of  the  gold 
dollar,  raising  it  from  30  grains,  the  amount  at  which 
it  would  have  stood  in  December,  1909,  to  30.12  grains. 
This  change  would  have  been  made  in  Januaiy,  1910. 
The  result  would  be  that  in  February,  1910  (asstun- 
ing  that  the  effect  of  this  increase  in  the  weight  of 
the  dollar  would  be  fully  felt  within  the  month),  the 
price  level  would  be  .4%  below  what  it  otherwise 
would  have  been.  The  historical  fact,  however,  was 
that  the  price  level  rose  from  January  to  February 
by  .1%.  Therefore  this  tendency  to  rise  would  have 
been  blended  with  the  decreasing  effect  of  the  in- 
crease in  the  weight  of  the  dollar  so  that  the  final 
result  would  be  the  net  effect  of  the  two  —  a  fall  of 
.3%  making  an  index  number  of  100.1 ;  in  other  words 
(100.4-.4+.1  =100.1).  The  same  principles  apply, 
of  course,  to  a  movement  in  the  opposite  direction. 
The  results  of  the  third  calculation  show  a  remarkable 
maintenance  of  parity.  In  actual  practice  it  is  reason- 
able to  suppose  that  the  approximation  to  par  would 
be  even  more  close,  for  three  reasons:  — 

(1)  If  the  plan  were  ever  to  be  in  actual  use  the  index 
numbers  used  would  be  an  average  of  the  figm-es  for 
several  coimtries  and  would  therefore  be  less  subject 
to  spasmodic  fluctuations  than  those  for  one  coimtry 
(especially  when  that  country  is  the  United  States). 
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It  is  always  noticeable  that  the  fluctuations  of  the  price 
level  are  the  less  the  greater  the  range  of  markets 
covered. 

(2)  The  period  here  selected  for  illustration  (1896- 
1911)  was  one  of  unusual  variability  of  prices. 

(3)  If  the  proposed  system  were  in  actual  use, 
some  of  the  forces  which  have  been  hitherto  responsible 
for  the  larger  fluctuations  would  be  non-existent. 
These  large  fluctuations  have  usually  been  incident 
to  credit  convulsions  which  were  themselves  due  to 
upward  price  movements  previously  accumulated. 
An  upward  price  movement  when  once  started  inflames 
itself,  so  to  speak,  until  arrested  by  a  crisis,  after  which 
there  is  a  sharp  reaction.  Under  the  system  here 
proposed  there  would  be  no  opportunity  for  such 
progressive  inflation  and  subsequent  collapse;  for 
each  incipient  movement  is  nipped  in  the  very  bud. 
Consequently  under  the  proposed  system  the  index 
number  would  probably  seldom  deviate  from  par  by 
more  than  1%. 

The  only  opposing  consideration  is  that  the  effect 
of  correcting  the  redemption-bullion  might  not  be 
fully  felt  within  a  month.  There  is  reason  to  believe 
that  it  would  be  mostly  felt  within  that  time,  but 
even  if  not  and  if  the  effect  were  spread  over  several 
months  and  blended  with  the  other  dSfects  in  that  time, 
it  could  be  shown  by  similar  calculations  that  a  close 
approach  to  parity  would  be  maintained. 

The  following  condensed  table  made  from  the  first 
of  the  three  calculations  (by  the  method  fully  detailed 
in  Appendix  II)  shows  approximately  what  the  index 
number  would  have  been  since  1896  if  the  proposed 
system  had  been  adopted  January  1,  1897,  as  con- 
trasted with  what  it  has  actually  been.  It  also  shows 
what  the  weight  of  the  bullion  dollar  would  have  been 
compared  with  what  it  has  actually  been  (25.8  grains). 
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The  Index  No. 

Tbe  Virtuil  Dollar 
Ongntne) 

iUHwae 

AeHwoold 
hAvebeen 

Alii  WW 

Ae  it  would 
have  been 

1896 

100.0 

100.0 

25.8 

25.8 

1897  January 

April 

July   

October  .... 

1898  January  . . . . 

April 

July   

October  .... 

1899  January 

1900  January  .... 

1901  January 

1902  January 

1903  January 

1904  January 

1905  January 

1906  January 

1907  January 

1908  January 

1909  January 

1910  January 

1911  January 

98.5 

96.2 

98.5 

104.0 

105.1 

108.4 

100.7 

08.5 

104.0 
123.2 
110.8 
122.0 
128.2 
125.2 
126.1 
133.6 
141.5 
130.0 
137.2 
146.8 
142.6 

07.5 

05.2 

07.5 

103.0 

103.1 

105.3 

07.2 

06.0 

102.5 
115.8 
100.0 
106.0 
107.0 
101.5 
102.0 
104.6 
106.4 
100.7 
101.6 
104.5 
08.5 

« 

25.8 
25.8 
25.8 
26.1 

26.3 
26.6 
26.3 
26.1 

26.3 
27.3 
28.4 
20.7 
31.0 
32.3 
32.3 
33.5 
34.8 
36.4 
35.6 
36.0 
37.4 

According  to  these  figures,  whereas  in  Januaiy,  1911, 
prices  were  42.6%  higher  than  in  1896,  they  would 
have  been  under  the  proposed  system  1.5%  lower.  The 
weight  of  the  bullion  dollar  would  have  been  37.4  grains 
instead  of  25.8.  It  would  have  begun  to  increase  in 
October,  1897,  which  is  the  first  time  the  price  level 
rose  above  that  of  1896.  After  October,  instead  of 
having  a  dollar  of  constant  weight  but  diminishing 
purchasing  power,  we  would  have  had  a  virtual  dollar 
of  increasing  weight  but  fairly  constant  purchasing 
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power.  It  is  true  that  during  the  years  1899-1900; 
when  an  unprecedented  rise  of  prices  occurred,  the 
system  proposed  would  only  have  mitigated  the  rise. 
But  its  inadequacy  at  that  time  was  due  to  the  narrow 
limitations  we  have  imposed,  viz.,  a  margin  of  possible 
change  in  the  weight  of  the  virtual  dollar  of  only  1% 
and  a  frequency  of  change  of  only  once  a  quarter.  But 
if  we  allow  a  larger  latitude,  as  in  the  second  calcula- 
tion, the  index  number  under  the  proposed  system 
works  out  still  closer  to  par.  The  results  of  this  second 
calculation  are  given  in  the  diagram  attached. 

A  still  closer  approach  to  par  is  found  in  the  third 
calculation  with  its  monthly  readjustments.  The 
condensed  table  on  page  234  shows  the  contrast  between 
the  three  calculations. 

In  summary  it  may  be  said  that  the  plan  may  be 
called, — 
With  respect  to  its  purpose: 
A  plan  to  assimilate  the  gold  standard  to  the 
multiple  standard ; 
i.  6.,  to  convert  the  gold  standard  into  a  true 

gold  standard, 
i.  6.,  to  make  a  stable  dollar, 
t.  6.,  to  standardize  the  dollar  as  a  unit  of  pur- 
chasing power. 
i.  6.,  to  change  from  a  gold  dollar  of  constant 
weight  and  varying  purchasing  power  to 
a  gold  dollar  of  constant  purchasing  power 
and  varying  weight. 
With  respect  to  the  method: 
A  plan  to  make  a  compensated  dollar; 
{.  6.,  to  (virtually)  increase  the  weight  of  the 
gold  dollar  to  compensate  for  the  depreciation 
of  gold. 
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i.  e.y  to  change  the  status  of  gold  corns  to  that 
of  silver  corns,  —  tokens,  or  mere  "  brass 
checks/'  so  to  speak,  entitling  the  holder 
to  a  varying  quantity  of  gold  bullion  which 
would  be  the  virtual  dollar. 

%.  e.y  to  restore  the  ancient  custom  of  seigniorage, 
but  adjusted  according  to  index  nimibers. 

i.  e.,  to  lower  the  mint-price  of  gold  to  keep 
pace  with  its  actual  depreciation. 

Irving  Fisheb. 
Yalb  UMiymtsiTT. 
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THE  ORGANIZATION  OF  THE  BOOT  AND 

SHOE  INDUSTRY  IN  MASSACHUSETTS 

BEFORE  1875 

SUMMARY 

The  ngnificance  and  interest  of  this  investigation,  236.  —  Scanty 
supply  of  materials,  and  difficulties  in  their  collection,  237.  —  Stages  of 
the  boot  and  shoe  industry  outlined  and  limited,  230.  —  Blustration  and 
characterisation  of  these  stages  and  their  phases:    (a)  Home  Stage, 

239.  — (6)  Handicraft  Stage,  Phase  1,  ordered  or  "bespoke"  work, 

240.  —  Phase  2,  "  bespoke  "  work  plus  some  extra  or  "  sale  "  work, 
242.  —  (c)  Domestic  Stage,  appearance  of  entrepreneur,  242.  — 
Phase  1,  domestic  worker  makes  complete  shoe,  245.  —  Phase  2,  spe- 
cialization in  processes  and  rise  of  central  diop,  248.  —  Phase  3, 
inventions  to  secure  standardisation  and  to  economise  time,  254.  — 
(<2)  Factory  Stage,  Phase  1,  more  direct  control  and  supervision 
with  woricers  in  factory,  257.  —  Phase  2,  intensive  production  with 
discovery  and  use  of  by-products,  and  with  centralisation  or  absorption 
of  allied  industries,  261. 

The  development  of  the  boot  and  shoe  industry  of 
Massachusetts  proves  to  be  an  interesting  and  pro- 
ductive field  for  economic  investigation,  not  merely 
because  its  history  goes  back  to  colonial  days  as  one  of 
the  leading  industries  of  the  states,  but  more  especially 
because  the  evolution  of  industrial  organization  finds 
here  an  unusually  complete  illustration.  The  change 
from  older  stages  to  the  modern  factory  stage  has 
been  comparatively  recent,  and  survivals  of  earlier 
forms  have  existed  within  the  memory  of  the  old  men 
of  today.  Sources,  direct  and  indirect,  oral  and  re- 
corded, can  be  woven  together  to  establish,  to  limit, 
and  to  illustrate  each  one  of  these  stages  and  the 
transitions  of  their  various  phases. 
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The  materials  used  as  the  basis  of  the  conclusions 
given  here  have  been  gathered  within  the  last  six  years 
and  at  first  hand^  but  the  collection  and  use  of  such 
written  and  oral  testimony  has  been  attended  with 
difficulty.  No  New  England  shoemaker  of  a  former 
generation  has  dreamed  that  posterity  would  seek  for 
a  record  of  his  daily  work.*  Only  inadvertently  have 
the  pages  of  account  books,  kept  to  help  '^  in  settling '' 
with  neighbors  and  customers,  bills,  and  letters  giving 
amounts  and  addresses  been  left  for  us.  These 
records,  however,  are  scarce  and  fast  growing  scarcer. 
The  spring  and  fall  house  cleanings  and  the  demolition 
of  old  shops  to  give  place  to  new  factories  are  destruc- 
tive to  valuable  papers  of  this  kind  and  even  where 
an  old  attic  still  harbors  them,  oftentimes  molding 
and  fading  under  leaking  roofs,  they  are  generally 
difficult  of  access.  The  recollections  of  old  men  and 
women  who  have  worked  on  shoes,  in  producing  or  dis- 
tributing them,  are  even  more  precarious.  Such  people 
are  confused  by  specific  questions,  even  when  the 
investigator  is  not  a  stranger  to  them.  Their  confidence 
can,  as  a  rule,  be  restored  only  when  the  appearance  of 
any  special  course  of  questioning  has  been  abandoned. 
The  material  which  is  thus  gathered  comes  imbedded 
in  unrelated  matter  with  little  perspective,  and  with 
much  provincialism;  yet  it  is  the  most  valuable  as  it 
is  the  most  vital  that  can  be  secured.  I  have  pros- 
ecuted such  inquiries  among  the  older  inhabitants' 

>  ExoepiioDB  to  this  do  not  oooiur  until  about  1880  when  David  Johnmn  of  I^mn 
and  Lacy  Lanom  of  Bovady  began  to  write  in  proee  and  poetry  about  the  shoemaker*a 
homely  daily  life.  Sinoe  then  newspaper  reporters  have  beoome  active  in  getting 
■oeh  dramatie  details  as  the  Blake-MeKay  and  the  Howe-Singer  relations  afforded, 
or  the  rise  of  Heniy  Wibon  of  Natick  from  the  cobbler's  bench  to  the  vice-pnsidency 
of  the  United  States. 

*  I  have  sought  ffafst  of  all  to  discover  and  record  the  evidence  which  is  daily  dla- 
appearing.  It  has  seemed,  at  this  stage  of  the  study,  move  important  to  reach  ths 
octogenarians  while  their  memory  stiD  served  and  their  old  account  books  were  stiO 
undestroyed.  than  to  stop  for  more  than  a  pteliminaiy  examination  of  the  business 
books  and  other  ntaterial  now  safely  deposited  in  town  halls  and  local  libraries. 
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in  a  number  of  Massachusetts  towns,  not  only  where 
the  industry  now  exists  but  where  scattered  shops, 
the  "  ten-footers "  of  the  domestic  period  of  shoe- 
making,  are  the  only  visible  remains  of  a  once  flotuish- 
ing  local  trade. 

Besides  this  oral  and  written  evidence  there  are 
available  also  public  official  records  like  town  reports, 
church  parish  books,  and  custom  house  papers;  news- 
paper files  with  the  advertisements  of  auction  sales 
of  boots  and  shoes,  of  domestic  and  imported  hides, 
of  demands  for  apprentices  and  joiuneymen,  of  sailing 
dates  for  vessels,  and  of  western  despatch  or  express 
companies;  and,  third,  centennial  and  anniversary 
addresses,^  and  occasional  local  newspaper  or  trade 
paper  reports  of  old  men's  recollections.  The  con- 
temporary official  documents  and  newspapers  give 
little  of  direct  value  but  serve  to  give  the  general 
setting  of  the  commimity's  industrial  activity.  The 
local  addresses  and  reminiscences  are  nearly  if  not 
actually  contemporary.  Tho  tinctured  and  limited 
by  personal  and  local  pride,  by  inaccuracy,  and  by 
fallacious  reasoning  as  to  cause  and  effect,  they  are 
full  of  suggestion,  and  help  in  the  appreciation  of 
facts  found  in  other  places  or  other  relations. 

The  information  thus  gathered  seems  on  analysis  to 
confirm  inductively  and  with  definite  evidence  of  the 

1  For  examine,  a  dedicatory  addrMB  ddivered  by  Mr.  Loren  W.  Puffer  at  the 
Plymouth  County  Court-house,  by  givinc  facta  about  Shepherd  Fiake,  the  agent  for 
Governor  Bowdoin  of  MaaBachuaetta,  whoee  blaat  furnace  at  Bridgewater  in  Plymouth 
Ck>unty  supplied  cohoma  and  grenoblea  for  uae  in  the  colonial  wan  as  well  aa  east 
iron  kitchen  implementa  for  local  conaumption,  fumiahed  aubatantial  duea  for  a  atudy 
of  the  iron  buaineaa  in  that  locality  now  ao  famoua  for  ita  ahoe  industry.  Upon  in- 
veatigation,  an  explanation  waa  found  for  the  tardy  development  of  the  domeatic 
atage  in  the  local  ahoe  induatry.  The  amall  ahopa  where  nails  and  other  amall  iron 
pieoea  were  made  by  domestic  workers  and  their  apprentioea,  gave  way  to  the  ahoe 
makera'  "  ten-footera  "  only  when  the  iron  industry  had  developed  stronger  oom- 
petitora  and  advanced  to  the  factory  atage.  Even  then  the  UxA  making  "  habit  '* 
aurvived  and  North  Bridgewater  (Brockton)  waa  famoua  for  ita  mechanical  inventiona 
and  manufactures  for  the  ahoe  induatiy. 
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transitions  the  stages  of  evolution  set  forth  by  Karl 
Biicher.^  In  the  boot  and  shoe  industry  of  Massa- 
chusetts before  1875  four  stages  of  production  may  be 
definitely  traced.  Altho  the  stages  are  distinct  as  to 
characteristics  and  essential  features,  they  are  not  so 
as  to  time,  for  overlaps  and  survivals  occur.  The 
household  economy  or  home  stage,  for  instance, 
characteristic  of  frontier  conditions,  was  early  followed 
by  the  handicraft  organization  which  prevailed  until 
the  middle  of  the  eighteenth  century.  The  domestic 
stage  of  industrial  organization  with  its  successive 
and  overlapping  phases  was  well  under  way  before 
the  Revolution  and  lasted  to  the  middle  of  the  nine- 
teenth century,  giving  place  about  1855  to  the  factory 
system  which  passed  into  its  second  phase  by  1875. 

To  characterize  briefly  and  then  to  illustrate  spar- 
ingly these  stages  and  phases  is  all  that  can  be  done 
in  the  limits  of  this  article,  which  undertakes  only 
to  give  a  preliminary  survey  of  an  investigation  the 
detailed  conclusion  of  which,  with  full  evidence,  will 
be  later  published. 

(a)  Home  Stage 

During  the  Home  Stage  in  the  shoe  industry  in 
Massachusetts  shoes  were  made  only  for  home  con- 
sumption. There  was  no  market  for  them.  The 
standard  was  individual,  "  the  best  you  could  make  or 
have."  The  farmer  and  his  older  sons  made  up  in 
winter  around  the  kitchen  hearth  the  year's  supply 
of  boots  and  shoes  for  the  family,  out  of  leather  raised 
and  tanned  on  his  own  or  a  neighbor's  farm.  Some- 
times, as  the  community  prospered,  a  travelling  shoe- 
maker, —  the  traditional  itinerant  cobbler,  —  was  given 

>  BOeher,  Die  Entetohimg  der  Volkswirtoohaft,  dwp.  iv.  In  Wiekett't  EogliBli 
truMlAtion,  pp.  100-184. 
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jobs  enough  to  keep  him  busy  going  from  house  to 
housei  with  his  kit  in  a  wheelbarrow  or  over  his  back, 
to  help  the  farmers.  Each  boy  in  turn  stood  on  a 
piece  of  paper  or  on  the  bare  floor  and  had  the  length 
of  his  foot  roughly  marked  off  with  chalk  or  charcoal. 
The  shoemaker  selected  from  among  his  meagre 
supply  of  lasts  the  one  which  came  "  somewhere 
near"  that  measure.  There  were  only  two  styles, 
low  shoes  or  brogans,  and  high  boots.^ 

(6)  Handicraft  Stage 

The  second  or  Handicraft  Stage  came  in  the  Massa- 
chusetts boot  and  shoe  industry  with  easier  times  in 
each  village  in  turn.  It  had  been  foreshadowed  by  the 
itinerant  cobbler.  Now  the  real  shoemaker  could 
stay  in  his  own  shop,  working  on  his  own  or  his  cus- 
tomer's supply  of  leather.'  He  dealt  directly  with  his 
market  in  the  first  phase  of  this  stage  and  made  only 
ordered  or  "  bespoke  "  work. 

The  standard  was  higher  in  general  in  this  Handi- 
craft Stage  than  in  the  Home  Stage,  and  necessarily 
higher  in  some  communities  than  others.  There 
were  no  gild  regulations '  throughout  colonial  Massa- 

I  This  aoene,  made  familiar  by  pictures  and  descriptions  of  colonial  days  in  New 
England,  has  been  enacted  for  me  in  pantomime  by  old  men  whose  childhood  was  spent 
in  Maine  and  New  Hampshire  hill-towns  where  the  Home  Stage  survived  neaily  to 
the  Civil  War.  These  men  were  used  during  their  boyhood  to  the  custom,  character* 
istio  of  this  first  stage,  of  farmers  exchanging  sole  and  upper  leather,  or  getting  their 
whole  supply  by  tanning  the  leather  for  othen.  A  vat  established  for  neighborhood 
work  was  apt  to  prove  the  nucleus  of  shoe  manufacture  at  the  close  of  the  second 
stage  of  production. 

>  See  Mass.  Col.  Legis.  of  1648,  quoted  and  interpreted  by  John  C.  Commons  in 
this  Journal  for  Nov.,  1909.  pp.  41-42. 

s  The  gild  organisation  was  rare  enough  to  be  exceptional.  Philadelphia  and 
Boston,  receiving  more  new  European  shoemakerB,  and  being  trade  centers  from  the 
eariiest  times,  developed  and  maintained  it.  Edward  Johnson  in  his  Wonder-Working 
Providence  of  Sion's  Saviour  in  New  England  (pub.  in  1654,  p.  207  of  Book  3)  gives 
first  hand  knowledge  of  this.  Cf.  Charter  oi  Boston  Shoemaken  published  in  full  in 
the  Records  of  the  Mass.  Bay  in  New  England,  vol.  iii,  p.  132. 
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chusetts  attempting  to  keep  the  standards  uniform. 
The  shoemaker's  craft,  however,  was  a  recognized 
mystery  or  industry,  and  men  in  Massachusetts  were 
given  the  title  of  cordwainer  in  legal  documents  if 
they  regularly  worked  at  the  trade.^  The  number  of 
master  workmen  in  any  one  town  was  comparatively 
small,  of  course,  in  this  "  direct  market "  or  "  town 
economy ''  period,  dependent  as  they  would  be  upon 
the  possible  orders  of  a  single  community.'  Their 
joumejntnen  went  to  the  frontier  settlements  to  set 
up  in  the  craft  for  themselves,  leaving  the  supply  of 
apprentices  to  fill  their  places  in  the  future. 

The  instruction  which  the  shoemaker  could  give 
his  apprentices  *  had  sometimes  the  benefit  of  his  own 
training  in  Europe,  in  Philadelphia,  or  Boston,  where 
the  b^t  work  was  done.^  One  can  imagine  the 
journeyman  who  drifted  to  the  frontier  to  become  a 
master,  as  giving  to  his  apprentices,  in  turn,  something 

1  See,  for  inetanoe,  the  Suffolk  Registry  of  Deeds,  for  2l8t  yr.  of  Reign  of  Geo.  II, 
No.  74.  p.  140.  dftte  Deo.  31. 1747.  giring  deed  of  BenJ.  Hunt  of  Bndntree.  oordwainer, 
to  BenJ.  RMidall. 

s  In  Middleboro,  in  the  eouthem  XMtrt  of  Messachusetts,  Paul  Hathaway,  who 
had  been  the  traveUing  cobbler  of  the  TiUage,  decided  in  1796.  when  he  was  21  years 
old,  to  make  people  oome  to  him  with  their  leather  and  let  him  save  his  time.  As  his 
custom  business  grew  he  had  3  Journeymen  and  2  apprentices  in  his  15  X20  shop  on 
Pleasant  Street  in  the  midst  of  the  North  Middleboro  settlement.  The  men  made 
the  pegs  and  the  shoes  in  this  shop  while  the  women  spun  the  Oaz  thread  and  made  the 
wax  in  the  kitchens.  At  30  yean  of  age  (in  1807)  Paul  Hathaway  gave  up  his  craft. 
for  working  on  the  bench  hurt  his  stomach,  tradition  says,  but  since  immediately 
upon  returning  to  his  farm  work,  he  was  known  as  one  of  the  most  progressive  farmers 
in  the  region  and  had  raised  124.5  bu.  of  shelled  com  on  1  acre,  winning  a  prise  which 
as  still  on  record,  one  wonders  if  the  community  didn't  hold  out  higher  remuneration 
to  him  as  a  farmer  than  as  a  shoemaker.  By  1807  the  organisation  of  the  shoe  industry 
in  that  community  had  passed  from  the  first  to  the  second  stage  and  was  on  the  eve 
of  the  second  phase  of  the  handicraft  stage,  where  "  sale  work  **  was  appearing  to 
endanger  the  profits  of  purely  custom-made  work.  The  competition  of  Hathaway's 
Journeymen  and  apprentices  must  be  reckoned  with  also,  as  cause  for  his  decision. 

*  The  form  of  apprentice  indenture  papers  was  given  to  boys  at  school  as  a  part 
of  their  written  exercises  so  that  future  masters  and  apprentices  were  familiar  with 
the  terms.  The  form  is  the  one  in  current  use  in  England  in  the  18th  century.  Cf. 
Ebeneser  Belcher's  Exercise  book.  1793. 

«  Trsditions  of  Josiah  Field  of  Boston,  who  taught  Randolph  the  fint  "  city  waya  " 
of  shoe  making,  are  peculiariy  interesting  and  well  preeerved. 
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less  exact  and   somewhat  out  of   touch  with  town 
standards.^ 

There  were  times  when  the  more  advanced  appren- 
tices or  even  the  jomneymen  spoiled  a  pair  of  shoes 
started  for  a  definite  customer,  and  these  remained 
on  the  master's  hands  to  be  disposed  of.  Then  there 
were  slack  times  when  the  apprentices  might  fairly 
be  expected  to  "  eat  their  own  heads  oflf,"  to  the 
shoemaker's  loss.  In  such  a  case  the  craftsman 
ventured  to  make  up  the  stock  on  hand,  to  employ 
this  otherwise  wasting  labor,  and  then  tried  to  dispose 
of  the  shoes  in  the  village  grocery  store.*  Since  the 
market  was  uncertain  and  slow  for  this  extra  work, 
both  stock  and  labor  may  frequently  have  been  below 
the  standard  used  in  the  custom-made  shoes.  It 
might  naturally  happen  that  the  demands  would  be 
more  steady  and  the  profits  could  be  relatively  higher 
for  this  lower  cost  work,  even  when  it  was  all  done  at 
the  direction  of  the  same  master  shoemaker  in  the 
same  shop  and  by  the  same  workers  by  simply  using 
different  standards  and  different  grades  of  stock. 
In  case  the  shoemakers  lived  in  villages  too  far  from 
Boston  to  attract  customers  but  near  enough  to  send 
in  their  surplus  product,  their  attention  to  sale  work 

>  Asa  C.  Jones  (b.  1829)  was  sent  by  his  father,  a  custom  shoemaker  in  Nantucket, 
to  Wejrmouth  to  learn  more  points  of  the  trade. 

*  The  "  general  store  *'  account  books  of  Skinner  and  Ward  of  North  Brookfield 
for  1813  to  1815  when  the  second  sta^se  still  survived  there,  show  Reuben  Underwood 
making  $10.00  of  shoes  between  Dec.  21, 1813  and  July  10, 1815  to  put  on  sale.  Doliver 
and  Norwell,  Joining  forces,  worked  on  a  larger  scale.  These  same  books  show  that 
they  made  $155.25  shoes  "  to  be  left  "  at  Skinner  dc  Ward's  "  on  account  "  between 
July  2  and  Nov.  1.  1813. 

1813 

July    2.  By  shoes  taken  and  left  $  47.79 

Aug.  9.  "       "     43.54.  Aug.  14.  shoes  18.75 02.26 

Oct.    4.  "       "        1.04,  Oct.    16,     ••      13.60 14.64 

Oct.  27.  "       ••     29.62,  Nov.  11.     "       1.04 30.66 

Total  $165.25 
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would  steadily  grow.  A  seemingly  tjrpical  ease,  with 
all  its  local  flavor,  can  be  followed  in  detail  in  the  bills, 
letters,  account  books,  and  oral  traditions  of  Quincy 
Reed  of  Wejnmouth.  He  expected  to  be  a  shoemaker 
just  as  his  great-grandfather  William,  who  landed  in 
Weymouth  in  1635,  and  his  grandfather  and  father 
had  been.  In  1809  the  father  was  a  master  with 
custom  work  and  probably  some  sale  work  for  local, 
consumption.  As  Quincy  tells  the  story;  "  My 
brother  Harvey  began  it  by  taking  chickens  to  Boston. 
He  had  a  pair  of  chaise  wheels  in  the  bam,  and  putting 
on  a  top  piece,  loaded  her  up  and  drove  to  town.  He 
hung  some  shoes  on  the  chaise  and  we  sold  them  in 
Boston.  We  did  not  have  a  wagon  then,  —  I  can 
remember  when  there  wasn't  a  wagon  in  this  part  of 
the  town,  and  between  here  and  East  Abington  there 
was  only  one  pair  of  wheels.  All  the  shoes  (custom- 
order  and  extra  "  sale  "  shoes)  before  we  began  business 
were  carried  into  Boston  in  saddle  bags.  .  .  .  We 
hired  a  store  of  Uriah  Cotting  at  133  Broad  Street 
and  fitted  it  up.  Then  I  used  to  keep  a  chest  of  shoes 
in  a  cellar  near  Dock  Square  and  on  Wednesday  and 
Saturday  would  bring  out  the  chest  and  sell.  I  got 
$15  and  $20  a  day  by  it  in  1809.  I  was  sixteen  and  my 
brother  was  eighteen  years  old  then.  We  moved  into 
the  Broad  Street  store  with  two  bushels  of  shoes. 
I  used  to  cut  out  what  would  promise  to  be  $100  worth 
a  day.  We  couldn't  have  them  made  equal  to  that, 
but  I  could  cut  them.  One  day  I  cut  350  pair  of  boot 
fronts  and  tended  store  besides.  Most  of  the  shoes 
were  made  by  people  in  South  Weymouth.  We  had 
nearly  every  man  there  working  for  us  before  long. 
Used  to  bring  out  the  sole  leather  swung  across  the 
horse's  back  in  those  days.  We  didn't  have  any  capital 
to   start   with   except   father's   assurance   that   '  the 
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boys  are  all  right  and  will  pay  their  debts.'  When 
we  got  of  age  Harvey  paid  father  $1000  for  his  time 
and  I  paid  him  $3000.  By  then  we  had  got  up  a  stock 
of  $10,000  and  I  have  the  inventory  now  to  prove  it. 
We  were  getting  $2  for  the  best  £^oes  and  $1.25  to 
$1.50  for  the  West  India  shoes.  .  .  ." 

This  has  been  quoted  at  length,  even  tho  it  antici- 
pates in  part  the  description  of  the  development  in 
the  shoe  industry,  since  it  suggests  the  manner  in  which 
that  very  development  was  thought  of.  This  was  in 
all  probability  the  way  in  which  the  Lynn  trade  in 
women's  shoes  had  developed  fifty  years  before  that 
time,  indicating  how  each  community  worked  out 
the  same  problem  and  passed  through  the  same  stages 
of  growth  at  different  dates. 

(c)  Domestic  Stage 

The  close,  therefore,  of  the  second  phase  of  the 
Handicraft  Stage,  with  its  growing  attention  to  extra 
or  "  sale  "  work,  appears  so  like  the  opening  phase  of 
the  new  or  Domestic  State  that  it  is  not  readily  dis- 
tinguished, especially  where  the  Handicraft  workman 
changed  naturally  and  gradually  into  a  Domestic 
Worker  employed  by  a  shoe  merchant  who,  as  an 
entrepreneur,  marketed  the  goods.  Yet  the  two 
stages  are  fundamentally  different.  Just  as  the  Handi- 
craft Stage  is  characterized  by  the  direct  dealing  of 
the  shoemaker  with  his  market,  and  his  dependence 
upon  his  own  skill  and  efforts  in  making  as  well  as 
selling,  so  the  Domestic  Stage  is  characterized  by  the 
indirect  dealing  with  the  market  on  the  part  of  the 
shoemaker,  who  was  simply  to  manufacture  the  boots 
and  shoes  which  a  capitalist-entrepreneur  marketed 
at  his  own  risk  and  profit,  supplying  in  whole  or  in 
part  the  tools  and  materials. 
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Three  phases  of  the  century-long  Domestic  Stage 
can  be  traced,  defined,  and  illustrated.  The  first, 
coming  gradually  by  the  middle  of  the  eighteenth 
century,  prevailed  in  Massachusetts  by  the  close  of 
the  Revolution.^  and  lasted  through  the  opening 
years  of  the  nineteenth  century.  Tho  apprentices  and 
joumejntnen  were  employed,  the  less  skilled  and  more 
irregular  labor  of  the  women  and  girls  of  the  family 
was  also  utilized.  The  shoemaker  turned  over  to  the 
entrepreneur  the  completed  shoe,  often  the  combined 
labor  of  every  member  of  his  family  besides  his  appren- 
tices and  journeymen,  but  with  all  the  processes  done 
in  his  shop  under  his  direction.  This  last  fact,  that 
the  domestic  worker  still  makes  a  complete  shoe,  is 
to  be  considered  the  special  characteristic  of  the  first 
phase  of  the  Domestic  Stage. 

At  the  outset  of  this  phase  (in  some  Massachusetts 
towns  as  early  as  1750),  the  market  was  widening  and 
the  possibilities  of  profit  were  as  good  in  the  shoe  trade 
as  those  in  other  ventures  in  the  East  and  West  Indies 
trade.^    The  development  of  the  retail  and  wholesale 

1  Randolpli.  which  had  become  a  large  center  of  men's  boot  and  shoo  manufacture 
by  1846,  was  just  becoming  a  separate  town  in  1793  (having  been  the  South  Precinct 
of  Braintree  since  1727).  but  had  already  passed  through  the  Home  and  Handicraft 
Stages  into  the  Domestic  Stage  by  that  date.  Tradition  says  that  some  of  its  soldiers 
doing  duty  at  Castle  Island  during  the  Revolutionary  War  had  been  taught  shoe- 
making  by  English  Soldiers.  The  historical  account  of  shoemaking  in  the  U.  S. 
Census  of  1900  (part  III.  vol.  ix,  p.  764)  says  that  in  1778  men's  shoes  wete  made  in 
Reading.  Braintree.  and  other  towns  of  the  Old  Colony  for  the  wholesale  trade.  They 
were  sold  to  dealers  in  Boston.  Philadelphia,  Savannah,  and  Charieston.  a  considerable 
portion  being  exported  to  Cuba  and  other  West  India  Islands.  Whether  the  industry 
was  new  or  not  to  this  precinct  of  Braintree.  these  soldiers  added  that  craft  to  farming 
when  they  returned  to  their  homes  and  b^an  to  make  shoes.  One  of  them.  Adonijah 
French,  Joined  forces  with  a  relative  Thomas  French,  who  also  had  Just  returned  from 
war  and  taken  up  his  trade  again  as  tanner  and  currier.  They  appear  as  early  entre- 
preneurs contemporary  with  Silas  Alden,  who  had  his  own  vat  and  shop  and  was 
employing  many  domestic  workers  by  the  close  of  the  century. 

Lynn  was  far  ahead  of  Randolph  in  the  18th  century  both  in  organisation  and  in 
standard  of  work.  Tha  account  book  is  still  extant  of  Amos  Breed,  an  entrepreneur 
of  Lynn,  who  was  one  of  the  merchants  marketing  the  Lynn  shoes  on  sale  at  Boston 
stores  for  retail  trade  or  for  shipment  to  the  West  Indies  even  before  the  Revolution. 

s  The  London  archives  hold  records  for  1771  showing  the  shipment  of  6938  pairs 
from  North  America  to  the  British  and  foreign  West  Indies.    Of  these,  1500  pairs  of 
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trade  in  cities  like  Boston  and  Philadelphia  tempted 
capital.  There  were  already  more  shoemakers  than 
could  be  supported  by  custom  work  or  by  the  small 
ventures  of  extra  "  sale "  work.  The  newspaper 
advertisements  *  show  the  demand  for  Lynn  shoes 
and  indicate  the  competition  which  makers  of  women's 
shoes  in  Massachusetts  had  to  meet  from  imported 
goods.  The  Lynn  entrepreneurs  were  specializing 
in  women's  and  children's  shoes'  and  leaving  the 

shoes  are  from  Philadelphia.  The  bulk  of  the  shipment  probably  oame  from  the 
other  shoe  center.  Boston. 

*  The  Boston  Gaactte  of  April  23,  1754,  advertised  among  the  imported  goods  at 
Wm.  Merchant's  store  opposite  the  Golden  Ball  on  the  Town  Dock,  Boston,  women's 
silk  shoes,  women's  and  children's  callimanco  and  Morocco  shoes  and  goloshes. 

June  2, 1755,  Blanchard  Cobb  and  also  Appleton  of  Boston  were  advertising  women's 
English  clogs  and  shoes.  By  the  psges  of  the  Boston  Chronicle  for  1768,  May  23d, 
can  be  seen  that  along  side  the  imported  shoes  they  were  selling  at  Fred  Geyer's  store 
men's  boot  soles  .  .  .  and  beat  made  Lynn  ahoee^  by  the  100  pair,  dosen  or  single  pair. 
Oliver  Greenlcaf  offered  beside  his  "  Just  imported  from  London  "  goods  some  choice 
men's  shoes.  These  newspMH^rs  also  advertised  John  Dagyr  "  the  celebrated  shoe- 
maker of  Essex  "  who  had  come  to  Lynn  in  1750. 

s  Amos  Breed's  account  books  from  1763  to  1796  are  typical:  — 

CiMBiL  TO  Amos  Bbekd.  Dr. 

1763  £.  9.  p. 

May    7.  To  make  20  pairs  of  Callimanco  shoes  26  0  0 

"     23.      "       •'       1 "      16  0 

June  11.      "       ••       2     "     "           "             "      2  12  0 

"     25.      ••       "       6 "        6  10  0 

July  16.      "       "       8     "     ••           "             "      10  8  0 

Aug.  16.      •'       "       5     "     "           ••             "      6  10  0 

Briqham  to  Amos  Brkbd.    Db. 
1764 

Nov.  2.     To  make  21  pr.  of  Calla  shoes  3    17  6 

dlto   1     16  8 

"     0      3  8 

"     0     18  4 

"     1      9  4 

These  men,  Cimbil  and  Brigham,  are  hired  to  make  the  shoes.  Amos  Breed  is 
evidently  supplying  the  stock.  He  is  aLso  keeping  a  aort  of  custom  retail  trade  at  his 
home  in  Lynn. 

Nathaniel  Hombs  to  Amos  Brbkd.     Dr. 
1766 

Mar.   8.    To  1  pr.  of  Call,  shoes  for  Poeb    2    30  0 

Apr.  19.      "   1  "    everlasting  "   "  Hannah  2    40  0 

"  "   1   •*    leather         "   "  Lydia 16  0 


..    17  ..  ..  iQ 

..    28.  "  •'  1 

Dec.  8.  "  *•  5 

..    21.  "  "  8 


July  12.      "   1   "    silk  "   *'  self  2      8      0 

"     19.      "   1  "    russet  "   "  Poeb    2    60      0 

Breed  not  only  hired  shoes  made  and  sold  them  for  both  domestic  and  foreign 
trade  but  he  mended  them. 
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making  of  men's  boots  and  shoes  almost  wholly  to 
custom  work  or  to  cruder  local  work.  Few  if  any 
advertisements  of  men's  shoes  appear  before  the 
Revolution. 

During  the  years  of  the  war,  however,  the  supply 
of  shoes  for  the  Continental  army  had  to  be  under- 
taken, and  all  of  the  stock  raised  and  tanned  in  this 
country.  Accounts  show  that  organization  had  de- 
veloped in  the  shoe  industry  to  meet  these  conditions 
by  the  close  of  the  war.  Southern  and  western  Massa- 
chusetts had  come  to  specialize  in  men's  shoes,  brogans 
and  high  boots,  while  Lynn  kept  to  her  older  specialty 
of  women's  and  children's.  That  the  boot  and  shoe 
business  was  considered  profitable  to  capitalists  and 
important  to  the  people  at  large  is  indicated  by  the 
Federal  tariflf  legislation  of  1789,^  which  gave  protection 
to  this  industry.  The  tradition  seems  as  well  founded 
as  it  is  detailed  that  this  action  was  due  to  the  shoe 
merchants  of  Massachusetts  as  well  as  Pennsylvania. 
Their  pressure  was  strong  enough,  joined  to  the  general 
current  towards  protection,  to  over-ride  the  specific 
illustration  of  James  Madison  against  protecting 
shoes.* 

Wm.  Ebtes  to  Allot  Bbked.    Dr. 

1774 

Mar.  14.  To  mend  a  pr.  of  shoes  0  4  6 

Apr.  10.  "       1  pr.  of  shoes    1  16  0 

•*     26.  *•       1   "   "  russet  shoes 2  0  0 

May  14.  "  mend  1  pr.  of  shoes  0  12  0 

July  16.  "  make  1  pr.  of  shoes  1  10  0 

>  Tariff  rates  of  July  4,  1780:  — 
On  boots  per  pair,  50  cents. 

On  all  shoes,  slippers  or  goloafaes  made  of  leather  per  pr.,  7c. 
On  all  shoes  or  slippers  made  of  silk  or  stuff,  lOe.  per  pair. 
Tariff  of  August  10,  1790:  provisions  of  previous  tariff  kept  and  one  added  which 
put  on  leather  tanned  or  tawed,  and  on  manufactures  of  which  leather  was  the  chief 
article,  a  7|%  ad  valorem  duty,  but  excepted  raw  hides  and  skins  from  the  5%  ad 
valorem  duty  put  on  other  raw  products. 

By  the  7th  of  June.  1794,  the  tariff  on  boots  was  reduced  to  20c.  per  pair  and  that 
on  shoes  and  slippers,  clogs  and  goloshes  to  5c.  a  pr. 

*  *'    ...    For  example,  we  should  find  no  advantage  in  saying  that  every  man 
should  be  obliged  to  furnish  himself  by  his  own  labor  with  those  accommodations  which 
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The  increase  of  market  for  boots  and  shoes  and  its 
assured  protection  did  not  fail  to  widen  the  ranks  of 
capitalists  and  to  intensify  the  manner  of  production. 
A  new  phase,  outwardly  marked  by  prosperity  and 
volume/  prevailed  in  Massachusetts  from  about  1810 
to  1837.  The  extra  capital  which  was  tempted  into 
the  boot  and  shoe  industry  brought  severer  competition 
for  orders  and  suggested  specialization  to  secure  rapid 

depend  upon  the  mechanic's  art,  instead  of  emplojring  his  nei^libw,  who  could  do  it 
for  him  on  better  terms.  It  would  be  no  advantage  for  a  shoemaker  to  make  his  own 
clothes  in  order  to  save  the  expense  of  the  tailor's  bin,  nor  of  the  tailor  to  make  his 
own  shoes  to  save  the  expense  of  procuring  them  from  the  shoemaker.  ....  The 
same  argument  holds  good  between  nation  and  nation."  Cf.  Annab  of  Congress, 
I  Cong.  1834, 1,  pp.  109-148. 

>  The  contrast  is  sho«-n  in  the  following  ledger  pages  of  Belcher's  account  book 
for  1808  and  1817. 

Ambsosb  HoLU6*tome 

To  1  lb.  of  flax  i,  to  1  half  Bushel  Com    100.74 

"  meat  A  butter  36 


By  making  11  pare  of  children  shoes 


1.10 
1.30 


To  1  peck  of  com  00.27 

By  making  0  pare  of  children's  shoes 1.30 


By  making  8  pare  of  children's  shoes ... 
To  1  half  bush,  of  com  to  1  lb.  of  flax . 


.03 
1.60 
.74 


.76 


Entry  of  1817  in  same  book 


Ebbnsxbs  Bblchbb,  Cr.  to  Bam  and  Tubnbb 


Mar.   7.    To  mal 

cing  20  pare  of  mens  sh 

•*     20.     " 

•       60    "     "      •' 

Apr.     1.      •• 

•       68 

..       8       .. 

6    •'    ••       " 

1. 

.       20    *' 

May  27.     " 

.       iQ    .. 

June  10.      "        ' 

•       20    " 

"     24.      •• 

.       20    " 

July  11.      '* 

.       4Q    .. 

2/ 16.67 

2/ 


1/6.. 


22.67 
1.67 
6.67 
3.34 
6.00 
6.00 

14.00 


*  A  Journeyman,  married,  and  living  in  other  half  of  Belcher's  house. 

This  entry  of  1817  meant  steadier  work  on  the  part  of  Ebeneser  Belcher  and  his 
Journeymen  for  he  was  doing  as  much  as  this  for  other  merchants  at  the  same  date. 
Shoe  making  could  no  longer  be  a  farmer's  by-employment.  It  also  meant  that  spe- 
cialised work  had  come  into  the  industry,  for  by  this  time  the  term  "  making  "  in- 
cluded only  the  processes  of  lasting  and  bottoming. 
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work,  and  this  specialization  in  processes  may  be 
taken  as  the  characteristic  of  the  second  phase  of  the 
Domestic  Stage.  The  time  factor  seemed  more  vital 
than  the  quality,  for  with  such  big,  insistent  markets, 
a  merchant  could  afford  to  lose  a  disgruntled  customer, 
sure  of  having  plenty  of  others.  Already  the  producer 
did  not  have  to  face  the  consumer  or  have  his  reputa- 
tion hurt  by  occasional  bad  work.  The  standards 
were  therefore  lowered,  and  the  competition  of  em- 
ployers let  into  the  trade  less  skilled  and  almost  unskilled 
labor  to  do  the  cheaper  work  on  men's  brogans  and 
women's  and  children's  shoes  for  the  well  developed 
trade  in  the  West  Indies  and  the  South.  A  wide 
difference  arose  not  only  between  the  quality  of  custom 
and  domestic  work,  but  between  the  wages  of  '^  real 
joiunejrmen  "  and  shoemakers. 

As  the  workers  grew  more  numerous  in  the  employ 
of  each  Massachusetts  capitalist  and  were  scattered 
in  their  shops,  called  "  ten-footers,"  ^  over  a  wider 
area,  in  fact  all  through  New  England,  from  Portland, 
Maine,  to  the  Island  of  Nantucket,  the  need  of  inspec- 
tion of  the  finished  product,  as  well  as  of  saving  in 
the  cutting  of  stock  at  the  central  shops  became  vitally 
necessary.  Previously  the  stock  for  both  uppers 
and  soles  had  been  given  out  in  skins  and  sides,  leaving 
it  to  the  shoemaker  to  cut  wisely  and  economically. 
What  he  could  save  by  honest  or  dishonest  means  he 
felt  free  to  keep  in  his  "  cabbage  "  stock  box  under  his 
low  shoemaker's  bench.  Old  shoemakers  are  found 
now  in  every  locality  who  recall  with  bitterness  certain 
individuals  whose  dishonesty  and  poor  work  led  to  the 
development  of  the  central  shop.  They  blame  the 
open  way  in  which  scrap  leather  buyers  went  about 

1  The  DMoe  was  Dot  exact,  for  the  sise  of  domestic  ehope  ranged  from  10X10  to 
14X14. 
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on  regular  routes  to  buy  up  the  accumulated  ''  cab- 
bage "  stock,  which  meant  loss  to  the  capitalist,  while 
it  was  a  source  of  profit  to  the  shoemaker  and  pre- 
sumably to  the  scrap-man.  These  old  people  make 
the  complaint  with  little  realization  that  the  boot  and 
shoe  industry  has  simply  followed  the  example  of  the 
silk  and  the  woolen  industry  in  experiencing,  in  the 
course  of  growth,  the  need  of  saving  stock  as  well 
as  time,  and  of  giving  to  agents  the  power  of  inspection 
formerly  exercised  by  the  gild  officials  of  the  Middle 
Ages  or  by  the  master  shoemaker  of  early  colonial 
days. 

The  central  shop  system  rapidly  developed  after 
1820.  The  stock  was  cut  there,  and  portioned  out, 
ready  to  deliver  to  workers  to  do  the  "  fitting,"  t.  e. 
the  work  on  the  uppers,  siding  up  of  seams,  bindii^, 
counter  and  strap  stitching.  When  this  process  was 
completed  the  uppers  were  returned  to  the  central 
shop  and  given  out  with  the  proper  number  of  roughly 
cut  soles,  as  well  as  a  definite  quantity  of  thread,  to 
''  makers  "  who  would  last  and  then  sew  the  boots  and 
shoes.  The  makers  had  to  wait  generally  for  their 
work  to  be  inspected  or  "  crowned  "  at  the  central 
shop.  The  volume  of  trade  and  the  amount  of  speciali- 
zation can  be  understood  by  the  study  of  a  single 
month's  business  dealings  in  one  firm's  ledger  for 
1833.1 

1  White  A  Whitoomb  of  East  Randolph  (now  Holbrook)  were  employing  in  1833. 
from  Sept.  4th  to  Oct.  4th,  12  men  and  women  to  do  fitting,  30  men  to  make,  and  1 
man  to  do  all  the  cutting,  pasting  and  Uaoking.  Both  the  styles  and  the  finish  were 
crude,  and  this  is  about  the  usual  proportion  of  labor,  —  that  is,  one  central  shop 
worker  to  about  forty  domestic  wOTkers.  The  large  sales  during  that  month  were  to 
the  following  firms:  — 

Amt.  No.  prs.  shoes 

J.  C.  Addington  ft  Co $226.18  250 

Porter  ft  Tileston  $205.64  212 

B.  C.  HaiTia $  57.60  60 

C.W.Howes  ft  Co $257.60  250 

C.W.Howes  ft  Co $237.40  262 

N.  Houghton  ft  Co 218 

Wm.  Tiflfany $100.00  100 
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The  capitalist  had  to  divide  his  time  between  his 
Boston  office  and  his  home  shop,  dealing  with  buyers, 
writing  letters  to  order  stock  and  conclude  bargains, 
and  deciding  on  the  manner  of  payment  and  trans- 
portation.^ He  must  have  been  paying  attention 
also  to  tariff  legislation  at  Washington.'  He  was 
planning  and  examining  ways  of  investing  the  profits 
of  the  shoe  business  in  other  directions.  Many  shoe 
merchants  of  Massachusetts  speculated  in  Maine 
lands '  in  1820-30  and  in  Western  and  Southern  lands 

>  Phxlad.  9tb  22,  1821. 

RbBPXGTBD  FBISN06 

H.  &.  L.  Rbed 

Your  favour  of  17th  inat.  wm  reod  this  morning  informing  that  you 
had  received  the  box  of  oalf-akins  and  am  sony  that  they  did  not  give  satisfaction. 
The  price  at  which  they  were  invoiced  is  lower  than  skins  are  now  selling  for  and  if 
you  think  proper  you  can  return  them  and  we  will  pay  the  freight  back  cheerfully. 
We  are  sorry  you  have  been  disappointed  but  we  are  certain  you  could  not  now  buy 
calf  skins  of  similar  quality  in  this  city  or  in  New  York  at  so  low  a  price,  calfskins  of 
light  kind  have  been  sold  by  tanners  here  last  week  at  $27  per  dos.  in  the  rough.  Very 
respectfully. 

Your  assured  friend, 
C.  A  W.  Robinson  A  Co. 
(MaU  to  Boston) 

New  York,  Oct.  29,  1821. 
Mxss.  H.  db  L.  Rbbd 

GXMTLBMXN 

We  herewith  enclose  you  a  Mechanics  Bank  Dft  for  Twelve  hundred 
and  eighty  six  36/100  dollars  the  receipt  of  which  you  will  please  acknowledge  to  our 
mutual  friends  Hubbard  Hayden  of  Richmond,  Va.,  and  oblige  yours. 

Very  respectfully, 
Cunningham  &  McCoruick. 

*  In  1816.  the  duty  on  boots  was  advanced  to  $1.90  a  pair.  In  1824  this  amount 
was  put  on  laced  boots  or  "  bootees  **  and  a  tax  of  25c.  a  pair  put  on  prunella  or  other 
shoes  and  slippers.    No  reduction  was  made  on  these  heavy  protective  rates  until  1842. 

*  The  litUefield  Broe.  of  East  Stoughton  (now  Avon),  who  were  making  money 
in  the  Cuban  and  New  Orleans  trade,  invested  over  $80,000  in  Aroostook  County  land 
before  1830.  They  "  pulled  out  before  that  money  was  lost"  in  the  general  hard  times 
of  1837,  because  they  needed  ready  money  for  the  New  Orleans  trade.  There  the 
business  amounted  to  $100,000  a  year  between  1828  and  1837,  but  in  the  early  40'e 
the  results  of  mismanagement  and  the  general  effects  of  the  financial  depression  com- 
bined to  bring  bad  debts,  so  that  the  firm  had  to  be  content  to  take  payments  in  lands 
in  Mississippi  and  Teaxs  Just  when  land  was  a  drug  on  the  market. 

The  Reeds  of  Weymouth,  who  had  grown  rich  out  of  a  wholesale  boot  and  shoe 
trade  with  such  distributing  centers  as  Richmond,  Savannah,  New  Orleans,  and  Havana, 
invested  in  1833  in  Maine  lands.  Harvey  Reed  bought  a  whole  Maine  township  at 
9  penoe  an  acre.  Quinoy  Reed,  however,  withstood  the  land  lure  and  had  for  a  side 
issue  a  grain  business  which  kept  four  schooners  busy  in  the  ooastwise  trade  and  with 
Spain.    The  bills  of  lading  show  the  details  of  this  enterprise. 
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in  1830-40.  Not  only  individual  shoe-merchants  were 
in  the  speculating,  expanding  mood;  whole  shoe  towns 
were  also.^  The  big  fortunes  and  the  market  as  well 
came  to  a  sudden  end  in  the  panic  years  of  1837-38. 
The  money  tied  up  in  land  investments  could  not  be 
got  out  in  time  to  tide  over  the  epidemic  failures. 
Then  the  Massachusetts  Bankruptcy  Law,  by  relieving 
debtors,  settled  the  nicely  poised  fate  of  their  braver 
more  far-sighted  creditors.  Ninety  per  cent  of  the  shoe 
merchants  had  to  fail.'  As  a  rule  the  men  who  had 
smaller  trade  and  smaller  risks  ''  held  on  "  grimly,  to 
become  the  back  bone  of  a  new  phase  of  the  Domestic 
System. 

By  1840  a  new  trade  with  new  markets  was  gradually 
emerging  from  the  boot  and  shoe  trade,  but  it  had  to 
be  coaxed.  New  styles,  niceties  and  novelties  in 
processes  required,  however,  greater  specialization. 
No  manufacturer  could  afford  to  lose  a  single  customer 
by  slip-shod  work  or  poor  stock.'  The  competition 
for  employment  gave  the  employers  a  chance  to  choose 
only  the  best  workmen.  Shoemakers  who  had  devel- 
oped a  reputation  for  a  specialty  *  were  in  demand. 

>  Lynn  built  forty-throe  new  streets  between  1831  and  1840.  North  Brookfield, 
which  in  1820  had  "  nothing  doing,  no  new  buildings  going  up,  the  same  old  dwelling 
houses  and  farnns  satisfying  the  people,"  had  more  than  one  hundred  houses  newly 
built  by  1838  and  old  houses  had  been  repaired. 

>  Cf .  Eleaiar  Beal  and  Cox  notes  for  details  of  some  specific  eases. 

*  Johnson  of  Lynn  tells  of  the  hdter-skelter  work  of  the  previous  booming  days. 
Good  grain  leather  uppers  and  best  quality  soles  were  spoiled  for  wearing  shoes  by 
paper  stiffenings.  Shoes  were  so  badly  sewed  that  they  easily  dropped  to  pieces,  or 
well  sewed  but  trimmed  so  close  to  either  edge  that  you  could  not  wear  a  pair  a  second 
time  before  the  stiches  pulled  out.  Shoe  manufacturers  s«y  that  very  cheaply  made 
shoes  are  a  concomitant  of  general  hard  times  when  "  anything  will  sdl  that  looks  well 
and  will  hold  together  till  the  purchase  is  made."  In  good  times,  "  even  mill  hands 
won't  buy  them." 

*  Samuel  White  of  Randolph  (6.  1831)  was  known  as  a  champion  rapid  pegger; 
spectators  came  from  neighboring  towns  in  the  late  forties  to  watch  him  work  in  his 
little  ten-footer  on  Union  Street.  He  has  told  me  that  his  speed  was  gained  by  using 
both  hands  at  once  running  the  dink,  using  the  awl,  and  hammering  in  pegs  in  quick 
succession,  while  he  held  the  pegs  in  his  mouth. 
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In  the  old  days  the  shoemaker-tumed-capitalist  could 
keep  his  workers  in  hand  by  very  casual  inspection 
or  a  wholesome  fear  of  it.  The  outsider,  as  capitalist, 
could  hope  at  most  to  know  the  stock  and  did  not 
try  to  master  the  processes.  He  was  generally  wise 
enough  to  take  as  partner  a  man  who  knew  the  trade 
and  could  put  his  brains  against  money.^  Otherwise 
the  new  shoemaker  had  to  trust  entirely  to  expert 
workmen,  to  foremen  and  agents  who  were  devoted 
to  his  interests,  and  let  them  determine  the  details  of 
stock  and  processes  while  he  looked  out  for  markets 
and  profits. 

The  market  was  already  making  hints  if  not 
demands  as  to  styles  instead  of  accepting  quietly  any- 
thing the  shoemaker  provided.  The  use  of  different 
shapes  and  widths  of  block  lasts  came  in  the  early 
forties,  makers  no  longer  depending  upon  ''  instep 
leathers  "  for  making  '^  fulls  "  and  ''  slims."  Sole 
patterns  gave  uniformity  of  shape  and  width  at  ball 
and  shank.  Patterns  for  rounding  the  soles  after 
they  were  stitched  and  irons  for  polishing  the 
edges  were  invented  and  used.  Heels  were  put  on 
women's  shoes  again'  and  men  began  to  specialize 
in  heeling.  More  workers  were  taken  into  the  central 
shops  and  expected  to  do  one  thing  '^  up  to  the 
standard."  They  were  hired  to  tree  boots,  or  to 
finish  bottoms.  Not  only  every  sole  in  a  case  must 
be  uniformly  finished,  but  the  appearance  of  the 
shoes  in  all  the  cases  sent  to  one  customer  must  be  the 

>  A  typical  caae  wm  that  of  Eddy  ft  Leach  of  Middleboro.  Deacon  Eddy  had  a 
ceneral  atore  and  the  poatoiBoe  and  was  worth  $10,000  which  had  been  made,  in  part, 
in  the  shovel  business.  Georce  M.  Leach,  whom  he  took  as  partner  (1852)  for  the  new 
enterprise,  had  only  $200  but  was  a  regular  shoemaker  who  had  previously  owned  a 
ten-footer  on  his  farm  and  '*  taken  out  "  shoes  to  make. 

•  Spring  heeb,  which  took  the  place  of  high  ones  in  1830,  had  given  place  to  no 
hesla  at  aU.    Brogans  were  almost  hedless,  having  but  one  lift.    Of.  Johnson,  I^nn 
,p.840. 
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same.^  This  increasiDg  specialization  led  to  the 
entrance  into  the  shoe  trade  of  young  men  and  women 
who  learned  and  knew  just  one  process,  and  the  ces- 
sation of  regular  apprenticeship  >  for  shoemakers. 

Not  only  did  labor  have  to  become  more  specialized 
and  efficient  in  this  recuperating  period  of  the  forties, 
the  third  and  final  phase  of  the  Domestic  Stage,  but 
it  had  to  be  economized  to  meet  closer  competition. 
That  fact,  added  to  the  demand  for  standardization 
of  product,  led  to  the  introduction  of  machinery  into 
the  boot  and  shoe  industry.  Up  to  the  forties  the 
shoemaker  had  used  mainly  tools,  and  just  such  as 
had  been  used  for  centimes.'  His  kit  included  knives 
to  cut  upper  and  sole  leather,  a  lap  stone  and  hammer 
for  pounding  leather,  awls  for  pegging  holes,  a  stirrup 
for  holding  the  shoe  in  place  on  the  knee,  pincers  to 
pull  the  leather  over  the  last,  nippers  to  puU  out  tacks, 
bristles  for  needles  and  hemp  thread  for  sewing,  a 
buffing  knife  or  scraper  for  the  sole  leather  and  a 
shoulder-stick  for  polishing  soles.  Then  there  came 
a  little  skiving  machine  run  by  hand  and  not  very 
satisfactory  to  the  older  men,  accustomed  to  skiving 
with  a  regular  knife.  The  next  machines  to  be  inven- 
ted for  boot  and  shoe  work  were  the  "  stripper  "  for 

t  Henry  P.  Crocker  of  Raynham,  85  years  old  in  1912,  deeoribod  one  case  of  this 
transition.  The  finiflhing  of  soles  had  been  done  outside  with  little  uniformity  by  the 
individual  "  makers  "  who  put  on  the  soles.  When  the  Qilmore  Factory  took  the 
process  into  the  central  shop  they  gave  a  man  only  Ic.  a  pair,  however,  for  finishing. 
Several  men  had  failed  to  make  a  living  at  it  and  Crocker  hesitoted  at  the  offer  in  1847. 
for  he  was  getting  $0  a  month  "  making  "  for  someone  else.  Soon,  however,  he  was 
earning  $1  a  day,  then  t2  and  sometimes  %B.  His  **  partner  hand,"  woridng  beside 
him,  did  the  sand-papering;  Crocker  put  on  the  oxalic  acid  to  whiten  the  leather, 
polished  it  with  a  sheep's  leg  bone,  stamped  it  with  the  firm  name  and  gave  it  to  another 
man  to  "  dress.** 

*  There  seems  to  be  no  definite,  or  even  indefinite,  case  in  Massachusetts  of  a  shoe- 
maker*s  becoming  a  regular  apprentice  to  learn  to  make  a  whole  boot  after  1840.  This 
has  been  a  point  in  my  investigation  for  several  yean. 

*  Interesting  detaUi  of  similar  eaily  tools  and  methods  of  shoemaklng  in  Germany 
are  given  in  Beitrag  sur  Qeechichte  der  mechanischsn  Schuhfabrikatioo,  by  Gewer- 
beassessor  Dr.  Rehe,  Breslau,  pp.  186-187. 
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cutting  up  sides  of  sole  leather,  and  the  ''  sole-cutter/' 
A  leal^er-roUing  machine  came  in  1845  to  save  both 
time  and  strength  formerly  used  in  hammering  sole 
leather  on  a  lap-stone.  Several  styles  of  pegging 
machines^  and  a  machine  for  cutting  up  p^s  had 
been  patented  and  put  in  general  use  by  the  time  ^ 
the  sewing  machine,  invented  by  Howe  in  1846,  had 
been  adapted  to  upper  leather  work  on  shoes  by 
John  Brooks  Nichols  in  1852.*  There  was  the  "  dry 
thread  "  machine  with  a  shuttle  and  two  threads  for 
the  lighter  upper  work,  and  the  "  wax  thread  "  to  do 
chain  stitching  for  the  heavy  work  of  "  siding  up  " 
bootlegs.  These  sewing  machines  even  then  impressed 
people  with  their  significance.  Instead  of  merely 
making  things  easier  or  a  "  bit  more  speedy,"  they 
produced  work  which  could  not  be  matched  by  hand 
in  either  speed  or  appearance.^ 

By  1855  so  general  had  become  the  use  of  sewing 
machines  that  shoemakers  who  could  afford  it  had 

>  Of.  lUhie.  pp.  188-189,  for  the  story  of  Krants  and  the  introduction  of  the  pegging 
machine  into  Germany. 

*  Pkoofs  of  dates  of  invention  are  in  an  unaatiefaotory  state  at  present.  Not  only 
local  historians  and  biographers,  but  the  United  States  Census  Reports  of  1860  and 
1900,  give  merely  approximate  or  rdative  dates  for  many  inventions  and  for  their 
introduction  to  practical  use.  Only  a  minute  study  of  the  patent  records  could  furnish 
an  indisputable  array  of  such  dates. 

*  For  details  concerning  Nichols  and  his  adaptation  of  the  Howe  Machine,  see 
The  Sewing  Machine  Journal  of  April  26,  May  25. 1904,  July  10,  July  2ft,  and  February 
10.  1911.  These  are  first  hand  reports  and  illustrated.  They  give  valuable  facts  on 
the  Howe-Singer-Leavitt  machine  controversy. 

«  In  the  United  States  Census  Report  of  1860  (p.  71)  this  significance  was  not  only 
expressed  but  coupled  with  an  interesting  prophecy.  "  The  crowning  invention  of 
all,  which  has  supplanted  and  given  value  to  all  other  kinds  of  machinery,  in  the  manu- 
facture of  boots  and  shoes,  is  the  aewing  machine.  It  has  introduced  a  new  era  in  the 
trade.  Without  it,  the  partial  use  of  machinery  upon  the  bottoms  of  boots  and  shoes 
was  attended  with  little  eoonomy,  because  Uie  cost  of  tUtching  and  binding  the  uppers, 
which  was  the  larger  item  of  expense,  was  not  reduced  in  a  corresponding  degree. 
Altho  of  (|uite  recent  introduction  in  this  branch  of  industry,  its  employment  along 
with  the  sole-cutting  machine,  and  other  appliances,  is  gradually  bringing  about  a 
9iUni  resoluiion  in  the  boot  and  shoe  manufacture.  ...  It  is  safe  to  predict  that  this 
change  wifl  go  on  until  the  little  workship  of  the  shoemaker  with  its  bench  and  kit 
shall  become  a  thing  of  the  past  as  is  the  hand  card  and  the  great  and  little  spinning 
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them  in  their  homes  to  use  on  both  cloth  and  leather. 
But  it  was  generally  the  manufacturer  who  put  the 
machines  into  his  central  shop,  or  the  man  with  some 
capital  and  genius  for  machinery,  who  bought  or 
leased  the  "  wax  thread  "  and  "  dry  thread  "  machines 
and  set  them  up  either  in  a  stitching  shop  or  in  a 
central  shop  where  space  was  hired.  Men  and  young 
women  followed  the  machines,  leaving  the  older 
people  to  "  side  up  "  and  bind  shoes  by  hand  at  home.^ 
Thus  a  new  stage  of  organization  had  come  in  the  boot 
and  shoe  industry,  bringing  to  an  end  not  only  the 
third  phase  but  the  main  life  of  the  Domestic  Stage, 
where  the  "  putting  out "  system  had  prevailed  and 
the  entrepreneur  had  worked  in  his  central  shop  while 
the  domestic  workers  labored  in  their  ''  ten-footers." 
Only  the  ''  making  "  (t.  e.  lasting  and  bottoming)  of 
sewed  shoes  continued  to  be  done  by  domestic  workers 
far  into  the  next  period,  until  the  McKay  machine 
for  sewing  the  soles  and  finally  the  Goodyear  welting 
machine  put  an  end  to  this  last  survival  of  the  Domestic 
System. 

1  The  books  of  Howard  ft  Frenoh  of  Raadolph  for  these  yean  and  of  £.  Twitehell 
ft  Co.,  of  Brookfield,  show  the  hand  work  and  machine  work  going  on  side  by  side, 
and  the  relative  cost  and  Tolmne  of  each.  The  Twitehell  firm  had  specially  ruled  and 
printed  ledgers  for  record  of  work  "  put  out.'* 


Date 
when 


Binders 


No. 

Kinds  of  Leather 

Quality 
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When 

Price 

of 

af.|Kip.|Buff|Split 

1st.  2nd. 

Worn. 

Re- 
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Case 

Miss 
Chil. 

turned 

This  allowed  the  firm  to  keep  track  of  where  the  stock  was,  eyen  if  it  did  not  secure  its 
speedy  return. 

The  Twitehell  order4x>ok  shows  not  only  the  prices  and  distribution  of  the  goods 
made  in  the  fiO's  and  60's,  but  the  means  of  transportation  by  various  "  young  rail- 
roads "  and  western  despatch  companies.  The  Howard  ft  iVench  books  show  the 
order  and  truck  payment  system  surviving  well  up  to  the  end  of  this  Domestic  Period. 
They  employed  Elbridge  Jones  and  Jerome  Fletcher,  who  were  stitchers,  by  the  day 
at  a  uniform  wage  of  $1.66  2/3  a  day,  paid  partly  in  cash,  in  dinners  (at  the  rate  of 
14ic.  apiece)  in  stock,  in  butter,  in  hay.  Howard  ft  French  had  their  own  general 
store,  and  seldom  gave  orders  on  other  stores. 

There  is  much  evidence  in  such  account  books  to  confirm  the  accuracy  of  the 
picture  given  by  F.  A.  Walker  (Wages  Question,  p.  136)  of  the  methods  in  which  pay- 
ments of  wages  were  made  in  New  England  before  the  Civil  War. 
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(d)  Factory  Stage 

The  expansion  which  came  after  1850,  associated 
with  the  Califomian  and  Australian  gold  discoveries, 
emphasized  the  increasing  economy  of  large  scale 
production,  and  hastened  the  transition  from  the 
Domestic  to  the  Factory  System.  Immense  orders 
with  big  profits  stirred  and  pushed  to  its  very  limit  of 
production  the  boot  and  shoe  industrial  organization. 
Forty-niners  who  had  left  shoemaking  relations  at 
home  or  gone  out  from  shoe  towns,  naturally  saw  the 
chances  for  marketing  Massachusetts  boots  in  Cali- 
fornia. The  same  held  true  in  Australia.^  Meanwhile 
the  southern  and  southwest  markets  held  steady  with 
growing  orders.  Even  the  crisis  of  1857  did  not  do 
general  damage  enough  to  interrupt  the  increasing 
shoe  trade. 

Agents  sent  home  more  orders  than  could  be  filled 
with  the  old  rate  of  speed  and  equipment.  When  the 
hundred  or  more  cases  were  engaged  to  go  on  a  certain 
steamer,  due  to  leave  Boston'  for  its  route  roimd 

>  Randolph  boot  manufaoturen  were  amonc  the  firmi  to  profit  eariieet  by  this 
trade.  Mr.  Jonathan  Walee  left  his  home  town  in  time  to  have  a  shoe  atoreeetabliahed 
in  San  FHnoieeo  in  1851.  At  first  he  bought  hie  goode  of  the  Wentworth,  the  Whit- 
eomb,  and  the  Howard  A  French  faetoriee  of  Randolph.  His  businesB  inereaaed  until 
ha  was  handling  the  output  of  over  twenty  firms  in  Randolph,  Stoughton,  and  North 
Bridgewater.  Meanwhile  he  had  entered  the  firm  of  NewhaO  and  Gregory  of  San 
Aaneisoo,  who  sold  at  auction  all  the  boots  and  shoes  oonsigned  to  Jonathan  Walee. 

Mr.  Frank  Maguire  established  himself  as  agent  in  Melbourne,  Australia,  and 
marketed  almost  the  entire  output  of  the  Burrell  and  Maguire  factory  in  Randolph. 
Both  Mr.  Wales  and  Mr.  Maguire,  as  distributing  agents,  sent  home  to  their  employing 
manufacturers  new  orders  that  then  seemed  incredibly  large,  and  either  drafts  on 
Boston  banks  or  bags  of  gold.  I  have  seen  at  the  home  of  Mr.  Wales*  son  and  daughter 
some  of  these  bags,  made  of  white  drilling  and  stencilled  with  large  figures  giving  the 
amounts,  sometimes  as  high  as  $30,000.  A  large  silver  salver  presented  to  Mr.  Jona- 
than Wales  in  1856,  givee  the  names  of  twenty  men  connected  with  the  firms  which 
had  profited  by  his  skill  and  efforts. 

*  Advertisement  cards  like  the  following  were  sent  to  manufacturers:  — 

Winsor's  Regular  Line,  For  San  Fkancisoo. 
From  India  Wharf. 

To  saQ  June  2&th.    The  Celebrated  Ertreme  New  York  Qipper  Ship  Golden  City 
Capt.  Leary. 

This  Ship  hss  been  put  in  the  most  perfect  order,  and  is  now  in  her  berth  with  a 
part  of  her  cargo  on  board.    She  is  THE  great  favorite  with  New  York  shippers. 
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"  the  Horn  "  on  a  certain  day,  duly  advertised,  the 
boots  must  be  done  on  time  or  risk  being  rejected  at 
their  tardy  arrival  in  Caiifomia  or  Australia.  The 
domestic  worker  had  enjoyed  all  the  latitude  he  needed 
or  wished.  He  sowed  his  fields  and  cut  his  hay  when 
he  was  ready.  He  locked  up  his  "  ten-footer  "  and 
went  fishing  when  he  pleased,  or  sat  in  his  kitchen 
reading  when  it  was  too  cold  to  work  in  his  little  shop. 
The  agents  or  "  freighters,"  ^  who  came  down  from 
Maine  and  New  Hampshire  with  sample  shoes  to  show 
the  workmanship  and  to  take  back  big  express  wagons 
full  of  un-made  boots  and  shoes,  were  never  sure  when 
washouts  or  snow  storms  might  delay  the  return  of 
the  stock.  Books  show  that  the  women  who  "  fitted  " 
and  the  men  who  '^  made "  boots  and  shoes  were 
irregularly  employed  before  the  late  fifties,  and  obviously 
at  their  own  request.  They  knew  that  the  work 
must  be  inspected  at  the  Central  Shop  before  they  were 
paid,  but  the  pay  "  would  keep." 

The  rush,  then,  of  the  Caiifomia  and  Australia  trade 
put  a  stop  to  this  condition  in  every  shop  when  it 
brought  orders  from  new  trade  or  increased  those 
from  the  old.  More  crimping  and  finishing,  as  well 
as  cutting,  pasting,  and  finishing  was  done  ''  under 
the  roof."  There  was  now  a  greater  inducement  to 
manufacturers  to  invest  in  sewing  machines  for  the 

Her  paaaaces  have  been  made  in  102  and  106  days,  while  other  dipper  ships,  sailing 
at  the  same  time,  were  120  days. 

Her  ventilation  is  perfect,  and  her  cargoes  have  been  ddivered  in  the  most  perfect 
order.  Shippers  who  wish  to  be  sure  of  their  goods  reaching  Caiifomia  in  October, 
will  appreciate  her. 

The  well  known  favorite  medium  ship  CROMWELL,  Capt.  Adams,  now  in  her 
berth,  and  loading,  will  sail  about  the  1st  of  July. 

For  Freight  or  Passage,  apply  to 

Nath'l  Wunos,  Jr.  &  Co. 

comer  of  State  and  Broad  Sts. 

June  7,  1858.  Watson's  Press,  26  Doane  St. 

1  Cf .  Spinney,  Mullen,  and  Amasa  Qarke  notes. 
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uppers  and  to  have  the  siding  up  and  binding  done 
in  the  shop  by  alert  younger  women  and  men,  instead 
of  by  the  old  women  at  home.  Practically  the  whole 
laboring  population  ^  of  a  shoe  town  was  employed 
in  the  shop  or  the  factory.  Even  for  the  making  of 
boots  a  "  gang  "  *  of  four  or  five  men  frequently  hired 
a  room  in  the  vicinity  of  a  central  shop,  or  in  it.  Thus 
the  manufacturer,  to  save  time  and  to  hold  markets 
by  prompt  delivery  of  large  orders  in  the  fifties,  uncon- 
sciously completed  the  movement  well  on  its  way  in  the 
forties,  in  order  to  meet  competition  and  the  demands 
of  standardizing,  of  having  shoemaking  done  under  one 
roof  under  supervision.  This  is  the  chief  characteristic 
of  the  Factory  Stage  of  the  boot  and  shoe  organization; 
it  had  entered  the  industry  gradually  and  almost 
unawares. 

Larger  buildings,  now  called  manufactories,  more 
capital,  larger  supplies  of  stock  were  the  more  apparent 
features  of  the  growing  boot  and  shoe  trade  even  in 
the  fifties.*    By  1860  steam  power  was  being  intro- 

>  Stalktiot  of  the  MMMMshitntta  Geiwu  of  1866  show  the  foUowing  prooCi  of  thk:  — 

Ensaced  in  Engased  in        In  Boot  db  Shoe 

Manufaotuie  Agriculture        Menufeoturing 

Town  Males     Females  Males  Females  Males    Famales 

Randolph  1845  281  61  0  1789  248 

Stoughton    1051  254  200  0  964  184 

Abington 2605  358  165  0  2479  346 

North  Bridgewater  1231  213  240         0  1069  208 

t  Hasted. 

1  pegged  and  tacked  on  soles, 
1  made  fore  edges, 

1  put  on  heels  and  "  pared  them  up.'* 

and  in  the  case  of  hand  sewed  shoes  2  or  3  sewers  were  needed  to  keep  the  rest  of 
the  gang  busy. 

*  There  was,  for  example,  the  new  Gilmore  factory  built  in  Raynham  in  1857; 
▼ery  diflFerent  fnnn  the  usual  grocery  store  or  private  house,  turned  into  a  central  shop. 
It  seemed  like  a  visible  proof  of  big  trade  and  profits,  for  it  had  a  wide  porch  with 
Doric  columns,  office  fitted  with  Venetian  shades  and  black  walnut  desks  and  railing; 
an  devator  and  dumb  wmiters;  speaking  tubes  from  every  room  to  the  office;  a  steam 
whistle  to  summon  employees,  and  a  driveway  through  the  lower  fioor  for  ease  and 
expediency  in  receiving  and  shipping  freight.  There  was  a  carpenter  shop  and  a  special 
carpenter.    The  large  machine  shop,  with  a  forge  and  a  maehlnist  permanently  in 
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duced  into  the  larger  manufactories,  making  the 
hand  labor  of  the  domestic  worker  seem  pitifully  slow 
in  comparison  with  the  stitching  done  by  steam  driven 
machines.  By  the  time  the  Goodyear  Welt  machine 
was  put  on  iJie  market  in  1875  and  people  at  large 
realized  that  the  Factory  System  had  come  and  the 
Domestic  had  gone  *  one  whole  phase  of  the  Factory 
System  had  already  passed. 

The  Factory  System,  which  had  come  in  the  late 
fifties,  was  the  prevailing  type  of  organization  during 
the  Civil  War.  The  large  orders  of  shoes  for  the  Union 
Armies,  added  to  the  scarcity  of  labor  caused  by  the 
volunteering  and  drafting  of  soldiers,  were  additional 
important  factors  in  the  use  of  machinery  in  general 
and  in  encouraging  the  trial  of  the  McKay  machine. 
Dining  the  War  the  practicability  of  the  McKay 
machine  with  steam  power  was  demonstrated,  and  it 
was  widely  adopted  dining  the  late  sixties.  More 
specializing  came  on  the  part  of  both  shoe  workers 
and    manufacturers.    Some    southern    Massachusetts 

ebttiB.  WM  probably  one  of  the  ehief  reaaoM  why  Mr.  Blako  and  Mr.  MeKay  omm 
to  this  faotoiy,  five  years  lator,  to  try  out  the  McKay  machines.  Meanwhile  Mr. 
McKay  was  urginc  the  Gilmote  brothers  to  help  fimance  the  movement  of  putting  the 
machine  on  the  market. 

>  The  Msasachusetts  Census  for  1875  (vol.  ii,  p.  825)  gives  tables  showing  the 
number  and  wages  of  women  '*  furnished  with  work  to  do  on  boots  and  shoes  at  home  '* 
for  the  year  ending  May  1,  1875.    A  few  are  given  here:  — 

Yeaily  Average 
Town  Number  of      Total  Yearly        wage  of  each 

Women  Wage         domestic  worker 

Amesbury 4  $700.00  $175.00 

I^nn  575  82.559.00  143.58  + 

Haverhill 225  20.207.00  89.80  + 

Randolph  89  1,750.00  44.87  + 

Stoughton    2  150.00  75.00 

Webster 35  1,200.00  34.28 

No.  Brookfield 6  690.00  115.00 

Braintiee 1  300.00  300.00 

These  figures  show  that  there  was  a  marked  difference  among  these  few  domestic 
workers  either  in  the  amount,  or  regularity,  or  the  quality  of  their  work,  and  also 
a  wide  difference  in  the  completeness  with  which  the  factory  system  was  adopted  in 
these  old  shoe  manufacturing  centers. 
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towns  made  shoeB  only,  others  boots.  Some  towns 
in  the  western  part  of  the  state  made  only  cheap 
brogans  for  laborers,  while  others  made  a  finer  grade  of 
shoe  to  be  distributed  by  New  York  jobbers.  The 
increased  variety  of  styles  within  this  classification 
made  it  necessary  to  dispose  of  stock  while  it  was  in 
fashion. 

The  '^  expansion  tendency  "  of  the  decade  after  the 
Civil  War  led,  as  it  did  in  iJie  thirties,  to  over  specula- 
tion. Shoe  manufacturers  put  more  money  into 
railroad  stock  and  western  lands  than  they  could 
steadily  hold  there,  so  that  when  the  hard  times  of 
1873  came,  many  failures  were  found  in  the  shoe 
trade.^  Thus  the  first  phase  of  the  Factory  Stage, 
like  the  second  phase  of  the  Domestic  Stage,  closed 
with  a  sense  of  disaster  and  had  again  to  be  followed 
by  a  period  of  recuperation. 

The  history  of  the  boot  and  shoe  industrial  organiza- 
tion since  1875  makes  the  story  of  the  second  phase 
of  the  Factory  Stage.  Its  coiLrse  may  be  simply 
indicated,  being  outside  the  limit  set  for  this  paper. 
It  has  been  characterized  chiefly  by  an  intensive 
system  of  production,  tho  in  common  parlance  its 
chief  characteristic  has  been  the  use  of  the  Goodyear 
Welting  machine.  Competition,  which  has  been  not 
only  acute  but  world-wide,  has  forced  economies  and 
heightened  the  chance  of  loss  on  the  ever-increasing 
variety  of  styles  which  the  product  must  take  to 
capture  the  market.  The  insistent  discovery  and  use 
of  by-products,  the  absorption  of  allied  industries  by 
some  glioe  manufacturing  firms,  and  the  greater  reliance 

>  The  trouble  caused  by  the  St.  Crispin  organisation  in  demands  and  strikes  did 
not  seem  to  make  serious  financial  dilTerenoe  to  the  Masmchusetto  shoe  industry. 
Local  accounts  of  specific  contests,  while  intcrestins  and  prophetic  of  later  union 
trouble,  do  not  aflFect  this  conclusion,  nor  put  the  blame  for  faUures  in  the  shoe  trade 
on  the  shoulders  of  labor. 
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placed  by  others  on  highly  specialized  allied  industries/ 
the  immense  increase  in  the  size  of  plants  and  of  the 
number  of  employees,  have  all  necessitated  the  per- 
fecting of  the  factory  system.  The  rise  of  the  "  labor 
problem "  with  the  closely  contested  struggles  with 
organized  labor  has  also  especially  characterized  this 
period.  This  central  phenomenon,  however,  together 
with  the  other  factors  of  transportation,  market 
organization,  and  finance,  which  have  so  profoimdly 
modified  industrial  organization,  must  be  left  for  later 
presentation. 

Blanche  E.  Hazard. 

Radguffb  Collbob. 

1  The  aicDs  seen  on  buildingii  when  cmo  mpproachee  a  shoe  m*nufaoturing  center, 
showing  where  heels,  rands,  counters,  welting,  findings,  patterns,  lasts,  dies,  cartons, 
and  boxes  are  made,  furnish  a  graphic  illustration  of  the  scope  of  allied  industries. 
These  make  possible  what  Marshall  calls  "  external  economies  '*  arising  from  *'  the 
concentration  of  many  small  businesses  of  a  similar  character  in  particular  localities  "  ; 
the  "  subsidiary  trades  "  which  grow  up  in  the  locality  of  a  large  industry,  "  supplying 
it  with  many  implements  and  materials,  organising  its  traffic,  and  in  many  ways 
conducing  to  the  economy  of  its  material."  Principles  of  Economics,  pp.  266-271 
(dth  edition). 
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THE  LOCOMOTIVE  ENGINEERS'  ARBITRA- 
TION: ITS  ANTECEDENTS  AND  ITS 
OUTCOME 

SUMMARY 

History  and  Organisation  of  the  variouB  Railroad  Brotherhoods, 
264.  —  Their  policies:  removal  of  inequalities,  seniority,  attitude 
toward  closed  shop,  267.  —  Methods  of  payment  and  wage  schedules 
for  the  engineers,  272.  —  Concerted  movements  by  various  brother- 
hoods before  1910,  273.  —  The  successful  strategy  of  the  conductors 
and  trainmen  in  1910,  275.  —  The  engineers'  demands  of  1910,  ad- 
justed by  mediation,  279.  —  New  denuuids  for  the  eastern  territory 
in  1912;  final  reference  to  the  Board  of  Arbitration,  280.  —  Argu- 
ments of  engineers,  284;  of  the  railroads,  286.  —  The  award,  288.  — 
Some  general  questions:  pay  on  weak  roads,  increase  of  freight  rates, 
fairness  of  general  rate  of  wages,  290.  —  The  concluding  reoommendar 
tion  of  compulsory  arbitration,  292. 

The  Board  appointed  in  June,  1912,  to  arbitrate 
the  questions  at  issue  between  the  eastern  raihx>ads 
and  their  locomotive  engineers  announced  its  decisions 
and  recommendations  on  November  25th,  after  nearly 
five  months'  consideration.  The  case  is  of  exceptional 
interest,  because  the  engineers'  demands  and  their 
method  of  attack  illustrate  the  new  trend  of  railroad 
labor  union  policy,  because  of  the  high  character  of  the 
board  and  the  imusual  thoroness  of  its  study  of  the 
matters  in  dispute,  and,  not  least,  because  the  board 
went  beyond  the  adjustment  of  the  differences  of 
the  moment  to  suggest  a  method  of  preventing  further 
serious  labor  difficulties.  Undoubtedly  the  award 
will  form  an  important  precedent  in  the  settlement 
of  the  differences  now  in  course  of  adjustment  with 
other  railroad   labor  imions,   and   its  influence  will 
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probably  be  felt  by  labor  unions  in  general.  From 
the  active  interest  in  the  case  outside  of  railroad 
circles,  it  is  safe  to  predict  that  public  opinion  will 
become  a  more  potent  factor  in  curbing  selfishness 
and  unreasonableness  in  either  or  both  parties  to  future 
wage  controversies. 

Before  undertaking  the  consideration  of  the  recent 
activities  of  the  railroad  labor  unions,  it  seems  advis- 
able to  simmiarize  the  history  and  policies  of  the  or- 
ganizations among  the  men  in  train  service.  They 
are  all  effectively  organized  and  militant.  The  Brother- 
hood of  Locomotive  Engineers  is  the  oldest  and 
strongest.  It  was  organized  in  1863  and  for  the 
greater  part  of  its  life  (1874-1903)  had  in  P.  M.  Arthur 
an  able  and  conservative  leader.  The  order  has  had 
no  serious  conflict  since  the  unsuccessful  Burlington 
strike  in  1888.  Its  policy  of  non-affiliation  with  other 
organizations  has  been  followed  consistently.  The 
engineers  are  proud  of  their  record  for  adhering  to 
the  terms  of  their  agreements  with  the  railroads.  In 
the  exceptional  cases  of  breach  of  contract  on  the  part 
of  local  lodges,  severe  discipline  has  been  administered 
by  the  national  officers,  even  to  the  point  of  expulsion 
from  the  organization.^  Mr.  Arthur  held  the  respect 
and  confidence  both  of  engineers  and  railroad  managers, 
and  his  administration  after  the  Burlington  strike  was 
marked  by  an  absence  of  friction  with  employers. 
His  successor,  Warren  S.  Stone,  still  Grand  Chief 
Engineer,  has  held  to  Mr.  Arthur's  conservative 
policies,  at  least  imtil  very  recently.  Beginning  with 
the  negotiations  in  Chicago  in  1910,  his  attitude  has 
become  somewhat  more  aggressive;  but,  on  the  whole, 
it  cannot  be  said  that  the  good  reputation  of  the 

>  To  give  an  instanoe,  tho  charter  of  the  lodge  oomprioinc  the  engineen  on  the 
New  York  Elevated  Railway  was  canoelled  and  the  members  expelled  from  the  brother* 
hood  becauae  of  an  unauthoiind  etrike  in  March.  1905. 
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brotherhood  has  suffered  at  his  hands.  Mr.  Stone 
came  mto  office  with  little  experience  in  organization 
matters.  He  began  work  at  nineteen  as  a  fireman  on 
the  Rock  Island  road,  and  served  twenty-four  years 
as  an  engineer.  During  the  two  years  prior  to  his 
election  as  grand  chief,  he  was  general  chairman  of  the 
Rock  Island  engineers,  but  had  no  other  training  for 
the  administration  of  the  most  important  of  the  rail- 
road brotherhoods.  The  finances  of  the  organization 
and  its  insurance  subsidiary  (the  latter  a  featiu*e 
common  to  all  railroad  labor  imions)  are  strong;  and 
the  membership,  which  embraces  nearly  90%  of  all 
the  engineers  in  the  United  States,  Canada,  and  Mexico, 
is  about  72,500. 

Next  in  importance  among  the  railroad  brotherhoods 
is  the  Order  of  Railroad  Conductors,  which  was  organ- 
ized in  1868  and  has  a  membership  of  approximately 
49,000,  or  about  90%  of  all  train  conductors.  It  has 
followed  the  lead  of  the  engineers  in  their  policies 
and  is  a  close  second  in  conservatism.  Within  recent 
years,  however,  it  has  become  closely  affiliated  with 
the  yoimger  trainmen's  organization,  and  the  more 
radical  tendencies  of  the  trainmen  are  reflected  in  the 
newer  policies  of  the  conductors.  It  is  now  customary 
for  conductors  and  trainmen  to  act  together  with  the 
railroads  in  joint  conference.  One  wage  agreement 
includes  both  organizations,  and  in  the  personnel  of 
the  joint  committee  the  conductors  are  outnimibered 
by  the  members  of  the  younger  brotherhood,  since 
the  latter  represents  not  only  train  brakemen  and  train 
baggagemen  but  yard  switchmen  as  well. 

Next  in  point  of  age  comes  the  Brotherhood  of 
Locomotive  Firemen,  which  had  its  beginning  in  1873. 
A  few  years  ago  its  name  was  changed  to  the  Brother- 
hood of  Locomotive  Firemen  and  Enginemen,  a  recog- 


Digitized  by 


Google 


266  QUABTBBLY  JOURNAL  OF  BCON0MIC8 

nition  of  its  growing  engineer  membership.  Altogether, 
the  oi^anization  includes  about  75,000  men.  It  is 
making  a  strong  bid  to  retain  the  newly  promoted 
engineers,  and  is  undoubtedly  working  toward  a  con- 
solidation with  the  older  oi^anization  on  terms  favor- 
able to  the  firemen.  Both  brotherhoods  have  mutual 
insurance  based  on  the  assessment  plan.  Because  of 
the  higher  death  rate,  the  assessments  on  the  engineers 
are  heavier  than  on  the  firemen,  and  the  firemen, 
when  promoted,  are  reluctant  to  give  up  their  more 
favorable  insurance  rates.  At  the  same  time  they 
would  like  to  have  the  protection  of  the  older  and 
stronger  organization.  The  firemen  are  constantly 
working  for  the  right  to  represent  their  engineer 
members,  a  monopoly  jealously  guarded  by  the  Brother- 
hood of  Locomotive  Engineers.  The  differences 
between  them  are  of  vital  importance  to  the  engineers' 
organization  and  conflicts  have  not  been  avoided, 
sometimes  involving  the  ndlroads  in  strikes.^  At  the 
present  time  a  modus  vwendi  is  generally  recognized 
which  gives  the  engineers'  organization  the  sole  right 
to  negotiate  with  the  companies  on  wage  questions 
and  working  rules  affecting  engineers,  and  to  represent 
any  engineer  in  an  appeal  from  discipline;  while  the 
firemen's  organization  deals  with  the  companies  on 
wage  and  rules  questions  for  the  firemen,  and  has 
the  right  to  represent  its  engineer  members  when  they 
have  grievances  to  be  adjusted. 

The  youngest  organization  in  train  service,  but  the 
strongest  niunerically,  is  the  Brotherhood  of  Railroad 
Trainmen,  which  dates  from  1883.  Its  membership 
is  said  to  be  136,000  and,  as  already  stated,  includes 
not  only  the  train  brakemen  and  train  baggagemen 

>  The  Southern  Padfio  had  a  etrike  of  firemen  in  1906  becauae  the  oompany  would 
not  recogniae  them  in  attemptinc  to  legislate  for  yard  engineerB  who  l>elonged  to  the 
firemen's  organiaation. 
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but  also  conductors,  brakemen,  and  switch-tenders 
in  yard  service.  A  rival  organization,  the  Switch- 
men's Union  of  North  America,  claims  a  small  pro- 
portion of  the  yard  forces.  It  was  organized  in  1894 
and  is  said  to  have  a  membership  of  somewhat  less 
than  10,000.  Its  influence  is  confined  to  Buffalo, 
Chicago,  St.  Paul,  Minneapolis,  and  a  few  small  yards 
in  the  northwest.  What  Uttle  prestige  it  had  was 
seriously  damaged  by  a  strike  in  1909  in  the  North- 
west, which  was  begim  while  mediation  proceedings 
were  in  progress.  The  strike  was  lost,  and  the  switch- 
men charge  its  failure  to  the  trainmen,  who,  they  say, 
went  beyond  the  point  of  neutrality  in  assisting  the 
companies  to  keep  traffic  moving. 

With  the  exception  of  the  shop  crafts,  there  remains 
but  one  other  important  national  railroad  union, — 
the  Order  of  Railroad  Telegraphers.  It  was  organized 
in  1886  and  has  about  40,000  members.  The  member- 
ship includes  railroad  telegraph  operators,  signalmen, 
towermen,  and  a  few  agents  who  act  also  as  telegraph 
operators.  Its  policies,  compared  with  those  of  the 
train  service  brotherhoods,  are  somewhat  radical,^ 
and  its  history  records  frequent  strikes  and  discord, 
not  only  with  employers  but  within  its  own  ranks. 
The  telegraphers  belong  to  the  American  Federation 
of  Labor,  as  do  also  the  Switchmen's  Union  and  the 
shop  crafts.  None  of  the  train  service  brotherhoods, 
however,  are  affiliated  with  the  American  Federation, 
tho  on  some  railroads  there  are  local  federations  to 
which  conductors,  trainmen,  firemen,  and  telegraphers 
are  parties.  The  engineers  generally  hold  themselves 
aloof  from  anjrthing  of  the  kind,  as  they  are  opposed 

>  For  inttanoe,  the  tdegraphen  attempt  to  restrict  the  number  of  operators  by 
forbidding  their  members  to  assist  "  students."  This  attitude  had  much  to  do  with 
the  extension  of  telephone  train  dispatching,  since  the  operators  need  not  be  proficient 
as  telegraphers. 
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to  sympathetic  strikes.  Early  in  the  history  of  their 
organization,  Mr.  Arthur  personally,  and  the  engineers 
as  a  body,  were  severely  condemned  by  other  organiza^ 
tions,  particularly  the  Knights  of  Labor,  for  this 
attitude,  and  there  was  bitter  feeling  between  the 
leaders  at  the  time  of  the  Missouri  Pacific  strike  in 
1886.  The  engineers  believe  that  it  is  unwise  to  pool 
their  issues  with  the  younger  and  less  conservative 
brotherhoods.  The  engineer's  risk  is  greater  than 
that  of  a  fireman  or  brakeman;  he  jeopardizes  a  more 
valuable  position  obtained  by  longer  service;  his 
contribution  in  strength  and  prestige  is  out  of  pro- 
portion to  that  of  the  other  organizations;  and  he 
fears  the  results  of  entangling  alliances. 

In  the  early  days  of  railroading,  and  before  the 
growth  of  the  brotherhoods,  there  were  wide  dissimi- 
larities in  the  rates  of  pay  and  working  conditions  on 
the  different  railroads.  Even  on  roads  in  the  same 
territory,  and  indeed  on  different  divisions  of  a  single 
raibx)ad,  there  was  little  imiformity.  Working  condi- 
tions were  established  without  recourse  to  collective 
bargaining,  and  the  employee  had  little  voice  in  fixing 
the  scale  of  wages.  There  were  occasional  instances 
of  local  unions  of  railroad  men,  but  they  were  short- 
lived and  ineffective.  The  influence  of  the  imions 
was  not  felt  until  after  the  close  of  the  civil  war.  Then 
the  engineers  took  the  lead  in  gaining  recognition  as 
a  union,  and  established  in  railroad  service  the  principle 
of  collective  bargaining.  As  the  strength  and  soli- 
darity of  the  brotherhoods  developed,  important  con- 
cessions were  made  by  the  railroads,  such  as  the 
principle  of  promotion  according  to  seniority  in  service, 
and  tibie  abolition  of  rates  of  pay  graded  according 
to  length  of  service.  Gradually  the  larger  hardships 
in  working  conditions  and  inequalities  in  rates  of  pay 
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were  ironed  out,  and  something  approaching  uniformity 
b^an.  First,  twelve  hours  was  established  as  the 
length  of  the  working  day;  then  ten  hours;  and  now 
their  efforts  are  directed  toward  an  eight  hoiu*  day.^ 
Working  agreements  became  the  rule,  and  negotiations 
were  conducted  with  committees,  frankly  recognized 
as  representing  the  brotherhoods,  or,  less  frequently, 
received  only  as  representing  the  employees  in  a  par- 
ticular branch  of  the  service.  So,  during  the  past 
twenty-five  years,  the  great  majority  of  the  railroads 
have  accepted  the  new  conditions,  not  only  recognizing 
the  right  of  employees  to  organize  and  deal  collec- 
tively, but  conceding  that  this  method  is  not  without 
its  advantages  to  tiie  companies  as  well  as  to  the 
employees.  The  Pennsylvania  Raibroad  is  somewhat 
imique  in  its  long  continued  policy  in  refusing  to  deal 
directly  with  unions  as  such,  but  that  this  company 
has  at  length  receded  from  this  untenable  position 
is  evident  from  the  fact  that  it  was  party  to  the  recent 
conferences  with  the  engineers'  brotherhood,  and  that 
an  officer  of  the  company  is  chairman  of  the  conference 
committee  of  managers  appointed  to  conduct  the 
negotiations  now  under  way  with  the  firemen's  organ- 
ization. 

The  older  school  of  railroad  managers  deplores  the 
evil  effect  of  labor  unions  on  efficiency  and  discipline. 
The  younger  officials  are  inclined  to  regard  them  as  a 
condition  in  modem  industrial  organization  which  is 
to  be  accepted  and  met.  Much  has  been  written 
on  this  subject,  and  much  remains  to  be  said.^  It 
may  be  noted  in  passing  that  the  insistence  of  the 
unions  upon  the  application  of  the  seniority  principle, 

s  Tlie  rMttBt  award  in  the  engineen'  arbitratton  establialiAS  the  eqidvaleiit  of  a  fire 
hour  day  m  through  paiinngwr  eervioe. 

s  The  topio  fa  Intereitiii^  dfacuwed  in  The  Confeesions  of  a  Railroad  Signalman 
by  Jamee  O.  Fi«an. 
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which  automatically  places  the  oldest  man  in  point 
of  service  in  the  preferred  position  without  regard  to 
special  fitness  or  merit,  undoubtedly  puts  a  premiimi 
on  mediocrity.  The  incentive  to  meritorious  service, 
which  obtained  under  former  conditions,  is  now  largely 
lacking.  The  man  who  does  his  work  indifferently, 
and  just  manages  to  keep  out  of  trouble,  stands  prac- 
tically the  same  chance  for  promotion  as  his  more 
ambitious  fellow  who  discharges  his  duties  with  zeal 
and  distinct  ability.  The  saving  clause  that  seniority 
shall  govern  "  when  merit  and  fitness  "  are  equal  is 
difficult  of  enforcement.  The  superintendent  merely 
has  it  within  his  power  to  debar  from  promotion 
those  whose  records  clearly  show  incompetency.  But 
the  burden  of  proof  is  on  him  in  such  cases,  and  his 
only  effective  method  of  off-setting  the  defects  of  the 
seniority  rule  is  to  use  more  care  in  the  selection  of 
new  men  when  recruiting  brakemen  and  firemen, 
and  to  maintain  a  comprehensive  and  continuous 
policy  of  supervision  and  education.  The  respon- 
sibility for  the  rule  lies  as  much,  if  not  more,  with  the 
railroads  as  with  the  unions,  since  the  urgent  demand 
for  seniority  grew  out  of  the  early  practice  of  favoritism 
by  superintendents  and  their  subordinate  officials. 
The  one  undisputed  advantage  of  seniority  is  that  it 
eliminates  the  discontent  and  disloyalty  growing  out 
of  unfair  discrimination,  and  some  railroad  managers 
go  so  far  as  to  say  that  this  outweighs  its  disadvantages. 
Yet  the  rule  tends  to  make  '*  average  "  men,  and  its 
influence  on  efficiency  is  downward. 

Seniority  has  built  a  high  wall  around  the  older  men 
in  train  service.  It  was  designed  by  them  to  keep 
out  intruders,  but  it  also  keeps  in  and  restricts  the 
mobility  of  those  it  is  designed  to  protect.  An  engineer 
or  conductor  is  practically  anchored  for  life  with  one 
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railroad.  He  cannot  move  to  another  line,  much  as 
it  might  be  to  his  advantage,  without  sacrificing 
valuable  seniority  rights  on  the  road  he  leaves.  He 
must  begin  at  the  bottom  of  the  list  on  the  other  road. 
With  yardmen  and  young  brakemen  there  is  still 
some  mobility,  and  these  occasionally  gravitate  toward 
the  roads  with  favorable  working  conditions  and  prom- 
ise of  quick  promotion.  But  as  standardization 
progresses  there  is  less  incentive  to  move,  and  such 
changes  become  relatively  infrequent.* 

Nominally,  the  railroad  labor  union  does  not  insist 
upon  the  "  closed  shop."  It  is  difficult  to  ascertain 
just  how  many  employees  in  train  service  remain 
outside  the  union  ranks,  but  it  is  probably  close  to  the 
mark  to  say  10%.  Mr.  Stone,  of  the  engineers,  has 
stated  frequently  that  engineers  have  no  objection 
to  working  with  non-imion  men.  They  aim  to  make 
the  organization  such  that  all  engineers  will  wish  to 
join  it.  A  man  who  comes  in  against  his  will,  they 
r^ard  as  a  dead  weight  in  times  of  peace  and  a  menace 
in  times  of  trouble.  Some  men,  says  Mr.  Stone, 
they  cannot  get;  others  they  do  not  want;  but  no 
effort  is  made  to  prevent  the  non-member  from  reaping 
the  advantages  secured  by  the  organization  for  the 
engineers  as  a  body.'  This  is  stated  also  to  be  the 
policy  of  the  other  train  service  brotherhoods. 

As  a  practical  matter,  however,  the  man  who  remains 
outside  the  pale  of  the  unions  is  in  an  embarrassing 
position.     No  open  objection  is  made,  but  his  motives 

>  At  one  time  a  certain  railroad  in  Pennsylvania  secured  many  of  its  freight  brake- 
men  and  Bwitchmen  from  other  roads  with  lees  f arorable  working  conditions.  They 
thus  obtained  experienced  men  at  tlie  expense  of  the  less  favorably  mtuated  roads. 
Now  that  oonditions  have  become  standardised,  this  shifting  is  negligible,  except  when 
changes  are  made  for  other  reasons. 

<  So  stated  in  an  address  by  Mr.  Stone  at  Harvard  University,  January  24,  1910. 
It  is  possible  that  the  competition  of  the  firemen's  organisation  has  some  influence 
in  this  broad  p<^cy  of  the  engineers. 
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are  questioned  and  he  is  covertly  made  to  realize  that 
his  fellow  workmen  look  upon  him  as  a  '^  sponger  " 
who  profits  by  all  of  the  advantages  obtained  by  the 
organizations  without  the  assumption  of  risk  or  expense. 
Then,  too,  if  he  is  careless  or  unfortimate,  and  feels 
that  he  has  been  treated  imjustly  by  the  railroad 
officials,  he  will  find  it  difficult  to  interest  the  com- 
mittees in  his  case.  The  open  shop  policy,  therefore, 
is  more  nominal  than  real. 

The  early  basis  of  payment  in  train  service  was  the 
trip,  day,  or  month.  But  because  of  differences  in  the 
amount  of  work  done  in  a  day  or  on  a  trip  the  imions 
advocated  and  seciu'ed  the  general  adoption  of  the 
mileage  basis,  which  is  essentially  a  piece-work  plan, 
safeguarded  by  generous  minima.  Trainmen  and 
enginemen  are  now  paid  a  certain  rate  per  mile  for  the 
different  classes  of  service,  and  in  the  case  of  the  engine 
crews  the  compensation  is  further  graded  to  take 
accoimt  of  the  weight  or  size  of  the  engines.  The 
conmion  basis  for  the  minimum  day  is  one  himdred 
miles  or  ten  hours,  with  a  guarantee  of  at  least  ten  miles 
per  hour.  If  one  hundred  miles  are  made,  the  train- 
man is  paid  for  the  actual  mileage  at  the  specified 
rate  per  mile.  If  the  run  is  less  than  one  himdred 
miles,  a  minimum  of  one  himdred  miles  is  allowed. 
If,  however,  he  is  on  duty  more  than  ten  hours,  he  is 
paid  on  the  basis  of  at  least  ten  miles  per  hour  for  all 
time  on  duty,  unless  his  actual  mileage  is  greater  than 
the  hours  multipUed  by  ten.  The  engineers'  new 
basis  in  through  passenger  service  is  twenty  miles 
per  hour.  In  some  cases  an  exceptional  rate  is  paid 
to  men  in  local  freight  service  where  mileage  is  small 
and  hours  are  long.  In  fixing  the  mileage  rate  the 
endeavor  is  to  insure  a  reasonable  day's  pay,  taking 
into  account  the  characteristics  of  each  class  of  service 
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and  the  skill  and  exertion  required.  These  differences 
will  be  illustrated  later  in  the  discussion  of  the  engineers' 
arbitration  award. 

Coupled  with  the  rates  of  pay,  the  agreements 
between  the  organizations  and  the  railroads  (commonly 
termed  the  ''  wage  schedule '')  contain  certain  rules 
which  affect  compensation,  define  the  line  of  promotion, 
procedure  in  investigations,  appeal  from  discipline,  and 
many  other  matters  incident  to  operation.  The  agree- 
ments are  often  long  and  go  into  extreme  particularity. 
Some  of  them  have  from  sixty  to  seventy  articles, 
covering  fifteen  or  more  octavo  pages.  Usually  they 
are  made  effective  for  one  year  from  the  date  of  execu- 
tion and  thereafter  with  thirty  days'  notice  of  a  desire 
for  revision.  Generally  speaking,  they  are  now  revised 
about  every  two  years.  Negotiations  are  conducted 
with  the  company  by  a  general  committee  representing 
the  employees  in  one  branch  of  the  service,  but  in 
case  of  a  disagreement  the  employees  frequently  call 
upon  their  national  officers  to  assist  them  in  making 
the  final  settlement. 

A  recent  development  in  the  method  of  handling 
such  negotiations  is  seen  in  what  is  called  the  ''  con- 
certed movement."  Since  1906  there  have  been 
several  instances  of  the  kind,  and  the  engineers'  case, 
just  decided,  was  one  of  them.  The  national  officers 
of  an  organization,  imder  this  plan,  serve  notice  on 
all  the  railroads  in  a  given  territory  that  they  desire 
to  revise  the  agreements,  suggesting  that  a  committee 
of  managers  be  appointed  to  represent  all  of  the  rail- 
roads interested  and  deal  with  a  committee  representing 
the  employees  on  those  roads. 

At  the  present  time  three  distinct  territories  are 
recognized.  The  eastern  embraces  all  the  railroads 
east  of  Chicago  and  north  of  the  Chesapeake  and 
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on  which  to  make  a  trial  of  strength,  and  all  activity 
was  centered  upon  the  Baltimore  and  Ohio  railroad, 
which,  with  the  exception  of  the  Pennsylvania  rail- 
road, already  had  the  highest  ''  going  rate  "  in  the 
east.  The  Baltimore  and  Ohio  would  not  accede  to 
the  demands  and  a  strike  vote  was  taken  which  gave 
the  union  officials  power  to  use  extreme  measures. 
When  the  situation  became  serious,  and  a  strike  seemed 
certain,  the  railroad  requested  the  Federal  Mediation 
Board  to  intervene,  and  through  its  influence  a  com- 
promise was  reached  which  gave  the  men  considerable 
increases  in  pay  and  established  a  new  bench  mark 
in  eastern  territory.  Operations  were  then  shifted 
to  the  New  Haven  railroad,  at  a  time  when  it  was 
involved  with  the  Massachusetts  legislature  with 
respect  to  its  policy  of  expansion;  and  the  new  Balti- 
more basis  was  forced  on  the  New  Haven  and  Boston 
and  Maine  roads  with  little  difficulty.  The  organiza- 
tions then  focussed  their  influence  on  the  New  York 
Central,  which  refused  to  entertain  the  demand  for 
the  Baltimore  basis  because  of  widely  dissimilar 
operating  conditions.  Again  a  strike  was  threatened, 
only  to  be  averted  by  an  agreement  to  arbitrate.  The 
confidence  of  the  men  in  the  strength  of  then-  position 
is  shown  by  the  fact  that  they  rejected  three  arbitra- 
tion proposals  before  they  finally  accepted  the  fourth. 
The  first  was  that  the  Federal  Board  of  Mediation 
should  pass  on  the  case,  since  they  had  assisted  in  the 
settlement  on  the  Baltimore  and  Ohio;  the  second, 
that  the  Public  Service  Commission  of  New  York 
State  be  asked  to  decide;  and  the  third,  that  the 
presidents  of  the  chambers  of  commerce  of  the  im- 
portant cities  on  the  New  York  Central  act  as  an  arbi- 
tration board.  The  suggestion  finally  accepted  was 
that  the  whole  question  should  be  referred  to  two 
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arbitrators  —  Mr.  E.  E.  Clark,  of  the  Interstate 
Commerce  Commission,  and  Mr.  P.  H.  Morrissey. 
The  former  for  many  years  was  head  of  the  Order  of 
Raiboad  Conductors,  and  the  latter  imtil  quite  re- 
cently was  the  president  of  the  Brotherhood  of  Railroad 
Trainmen.  The  railroads  were  then  actively  engaged 
in  their  propaganda  looking  toward  increased  freight 
rates,  and  it  is  possible  that  the  New  York  Central 
hoped  that  Commissioner  Clark,  in  passing  on  the 
proposed  increased  wages,  might  be  impressed  with 
the  railroad  argument  that  higher  rates  were  necessary 
to  offset  a  largely  increased  pay  roll  expense. 

In  the  meantime,  the  Lackawanna,  Delaware  and 
Hudson,  Erie,  and  other  roads  in  the  same  section 
were  drawn  into  the  controversy,  and  they  agreed  to 
accept  the  award  of  the  New  York  Central  arbitration. 
The  award  became  effective  on  April  1,  1910,  and, 
with  a  few  exceptions  in  the  case  of  long  distance 
through  runs,  gave  the  Baltimore  basis.  The  Pennsyl- 
vania railroad  had  always  paid  higher  rates  than  any 
road  in  the  east,  and  the  organizations,  in  turning 
their  attention  to  that  system,  insisted  upon  main- 
taining the  favorable  differential.  They  asked  that 
that  company  should  establish  rates  which  were  higher 
than  the  Baltimore  scale.  The  Pennsylvania  company 
hald  out,  and  as  they  seemed  to  have  the  support  of 
public  opinion,  the  unions  finally  accepted  the  com- 
pany's offer  to  apply  the  New  York  Central  award, 
with  the  understanding  that  existing  rates  which  were 
higher  should  not  be  disturbed.  Other  smaller  rail- 
roads were  brought  into  line,  and  standardization 
for  conductors  and  trainmen  in  the  whole  eastern 
territory  was  accomplished.* 

*  For  further  details  see  an  artiele  by  the  present  writer  on  "  Standardising  the 
Wafss  of  Railroad  Trainmen,"  Quarterly  Journal  of  Economics.  November.  1010. 
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While  the  conductors  and  trainmen  were  engaged 
in    this    standardization    movement,    the    engineers 
and  firemen  (acting  separately)  were  also  busy  in  the 
east.      Concerted  action  was  not  undertaken.     Each 
road  was  dealt  with  individually  through  the  local 
committees,  and  the  success  of  the  negotiations  was 
not  uniform.      It  is  probable  that  the  engineers  did 
not  anticipate  the  large  increases  which  finally  attended 
the  longer  drawn  out  efforts  of  the  conductors  and 
trainmen.      Much   to   their   chagrin,    they   realized, 
when  the  smoke  cleared  away,  that  they  had  not  fared 
as  well  as  the  train  crew.     The  standardization  feature 
had  brought  the  smaller  roads  and  branch  lines  to  the 
high  Baltimore  basis.      The  engineers  found,  partic- 
ularly in  New  England,  that  the  excess  which  had 
always   existed   in   their   favor   in   comparison   with 
conductors  had  been  materially  lessened  and  in  some 
cases  had  disappeared  entirely.     Generally  speaking, 
the  engineers  had  been  fairly  well  satisfied  with  the 
increases  granted  to  them  by  the  individual  roads, 
the  average  rate  of  advance  being  close  to  10%  until  it 
appeared  that  the  increase  to  conductors  and  train- 
men averaged  20%  in  the  whole  territory,  and  even 
more  in  New  England.     The  two  facts  which  were 
particularly    distasteful    to    the   engineers   were   the 
substantial  narrowing  of  the  differential  over  the  con- 
ductors and  the  exceptionally  large  increases  to  yard- 
men, the  latter  in  some  cases  exceeding  50%.    Before 
the  changes  took  place,  the  wages  of  a  yard  brakeman 
in  New  England  were  on  the  average  66%  of  the  yard 
engineer's  rate;    after  both  rates  were  increased,  the 
brakeman's  percentage  of  the  engineer's  rate  rose  to 
88%.      The  absolute  increase  to  the  yard  engineer 
was  twenty-seven  cents  per  day;   that  to  the  yard 
brakeman  was  $1.10  per  day.    Under  the  1909  basis,  a 
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suburban  passenger  conductor  received  $3.84  per  day, 
and  the  engineer  was  paid  S3.90.  After  the  1910 
increases,  the  conductor's  rate  was  advanced  to  $4.20 
per  day,  and  the  engineer's  rate  to  $4.18,  —  two  cents 
per  day  less  than  the  conductor  instead  of  six  cents 
more. 

Leaving  this  unsatisfactory  condition  in  the  east  to 
be  adjusted  at  a  later  date,  the  national  officers  of  the 
engineers  turned  their  attention  to  the  west,  and  there, 
in  the  fall  of  1910,  began  a  concerted  movement  for 
higher  rates  and  important  concessions  in  rules.     Their 
original  demands  called  for  27%  average  increase  in 
rates.      The  railroads  offered  6%  flat.      Then  the 
engineers  came  down  to  15%  and  again  to  13%,  but 
the  railroads  would  do  no  better  than  to  ''  split  the 
difference  "  at  9§%.     This  was  not  acceptable  to  the 
engineers;    but  the  rock  on  which  the  negotiations 
were  wrecked  was  the  imreasonable  demand  for  double 
pay  for  engineers  when  operating  the  large  locomotives 
of  the   Mallet  articulated   compound   type.      These 
powerful  engines  have  a  tractive  force  nearly  double 
that  of  an  ordinary  locomotive.      The  economy  in 
their  use  is  mainly  in  the  item  of  labor;   their  ability 
to  haul  greater  tonnage  means  a  smaller  number  of 
trains   and    consequently   fewer   train    crews.       The 
engineers  naturally  viewed  with  alarm  the  possibility 
of  a  more  extensive  introduction  of  engines  of  the 
Mallet  type,  and  they  would  not  compromise  on  the 
railroads'  offer  of  seventy-five  cents  more  than  the 
highest  freight  rate.      The  engineers  attempted   to 
justify  their  demand  for  double  pay  on  the  ground 
of  increased  work  and  great  skill,  and  endeavored  also 
to  apply  a  "  value  of  service "  theory,  which  they 
advanced  more  specifically  in  the  more  recent  dispute. 
The  Mallet  engines  do  twice  the  amount  of  work;  — 
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therefore,  it  was  said,  the  engineers  should  have  twice 
the  ordinary  rate.  Obviously  the  reasoning  is  unsound. 
Besides,  it  was  clearly  shown  that  altho  a  higher 
degree  of  skill  is  necessary  in  the  operation  of  the 
larger  locomotive,  the  labor  is  no  greater  than  on 
any  locomotive.  On  the  contrary,  it  may  even  be  less, 
because  of  the  labor  saving  devices  (such  as  power 
reversing  gear)  with  which  the  Mallet  engines  are 
usually  equipped.  That  the  mediators  were  able  to 
convince  the  engineers  that  their  position  was  unrea- 
sonable is  evident  from  the  fact  that  the  proposed 
rule  has  not  been  included  in  the  more  recent  demands. 
Instead  of  double  pay,  they  finally  accepted,  through 
mediation,  an  excess  rate  of  $1  per  day  more  than 
regular  freight  rates.  The  final  wage  basis  gave 
them  an  increase  which  averaged  10.1%  or  slightly 
more  than  voluntarily  offered  by  the  companies  before 
mediation  was  invoked. 

The  new  and  higher  rates  in  western  territory  gave 
an  additional  reason  for  re-opening  negotiations  in 
the  east.  In  doing  so  in  December,  1911,  the  engineers 
demanded  a  basis  which  would  not  only  restore  their 
former  favorable  position  with  respect  to  conductors, 
but  would  also  establish  a  wage  scale  higher  than  had 
been  recently  secured  in  the  west.  This  brings  us  to  a 
consideration  of  the  controversy  which  has  just  been 
settled  by  arbitration. 

Concerted  action  was  decided  upon  by  the  men; 
and  the  raiboads  also  agreed  to  act  in  a  body.  A 
committee  of  the  General  Managers'  Association  of 
New  York  met  Grand  Chief  Stone  and  a  sub-committee 
of  engineers,  but  the  two  bodies  failed  to  come  to  an 
understanding.  In  fact,  the  railroads  refused  to 
consider  the  schedule  as  presented,  characterizing 
the  proposed  rates  and  rules  as  excessive  and  imrea- 
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sonable.  Negotiations  were  broken  off,  and  the  engi- 
neers' committee  proceeded  to  ascertain  the  temper 
of  the  whole  membership  on  the  advisability  of  en- 
forcing the  demands  by  a  strike.  According  to  Mr. 
Stone's  statement,  the  engineers  were  overwhelmingly 
in  favor  of  extreme  measures.  The  managers  did  not 
weaken;  Mr.  Stone  showed  no  inclination  to  com- 
promise; and  the  situation  became  alarming.  So 
far  as  the  engineers  were  concerned,  all  preparations 
were  made  to  strike.^ 

Once  more,  and  within  a  few  hours  of  the  time  limit 
set  by  the  engineers,  the  Federal  Mediation  Board 
averted  a  strike  which,  had  it  become  effective,  might 
have  paralyzed  the  commerce  of  the  country.  On 
their  own  initiative,  and  without  a  request  from  either 
party,  the  mediators  tendered  their  friendly  services, 
which  were  at  once  accepted.  There  is  ground  for 
the  belief  that  this  is  all  that  Mr.  Stone  hoped  for, 
and  that  he  never  would  have  resorted  to  a  strike 
when  so  imcertain  of  the  support  of  public  opinion. 
Before  the  Mediation  Board  offered  their  services, 
the  railroads  suggested  that  the  whole  matter  be 
referred  to  the  Interstate  Commerce  Conunission. 
Mr.  Stone,  however,  would  not  agree  to  this,  and  the 
Commission  declined  to  be  drawn  into  the  controversy. 
It  is  probable  that  even  had  both  parties  joined  in 
a  request,  the  attitude  of  the  Commission  would  have 
been  the  same. 

>  Wlule  the  railitMulB  stood  firm,  and  apparently  meant  to  allow  the  engineera  to 
■trike,  H  is  interosting  to  note  that  practically  no  preparation  was  made  for  such  a 
erisb,  nor  was  there  any  discussion  of  the  possibility  of  finding  competent  men  to 
operate  their  looomotives.  As  a  matter  of  fact,  it  would  have  been  next  to  impossible 
to  move  tra£Bc  without  the  engineers,  and  it  is  evident  that  the  railroads,  knowing  the 
fatality  of  attempting  to  replace  the  men,  relied  entirely  upon  the  force  of  public  opinion 
to  side  with  them  when  the  full  extent  of  the  engineers*  demands  became  generally 
known.  Possibly  they  may  have  counted  on  assistance  from  the  firemen,  altho  it  is 
doubtful  if  the  firemen's  ambition  to  increase  power  would  have  led  them  to  take  such 
questionable  advantage  of  the  engineers. 
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Mediation  in  itself  proved  ineffective,  but  out  of 
the  conferences  came  the  proposition  to  arbitrate. 
On  April  30th,  an  agreement  was  reached,  under  which 
a  Board  of  seven  men  were  to  be  appointed  to  arbitrate, 
one  each  to  be  selected  by  the  railroads  and  the  en- 
gineers, the  two  so  selected  to  agree  upon  five  neutral 
arbitrators.  It  was  provided  that  in  the  event  of  the 
failure  of  the  two  to  agree  upon  the  selection  of  the 
five  men,  they  were  to  be  appointed  by  a  conmiittee 
consisting  of  the  Chief  Justice  of  the  United  States, 
and  the  two  members  of  the  Mediation  Board.  It 
was  inevitable  that  the  two  partisan  arbitrators  would 
not  agree,  and  the  remaining  five  were,  on  June  8th, 
appointed  according  to  agreement.^ 

The  first  hearing  before  the  Board  was  held  on  July 
15th,  and  the  hearings  continued  daily  imtil  July  27th. 
To  assist  the  Board  in  sifting  the  pertinent  facts  from 
the  mass  of  evidence,  several  experts  were  engaged, 
including  Professor  F.  H.  Dixon  of  Dartmouth.  All 
statistics  and  other  evidence  were  subjected  to  searching 
analysis  and,  in  addition,  the  Board  collected  additional 
information  through  its  experts.  The  stenographic  pro- 
ceedings, and  the  briefs  of  both  sides,  not  including 
the  many  statistical  exhibits,  cover  about  1600  printed 
pages.  There  was  every  evidence  of  judicial,  painstak- 
ing, and  thoro  treatment  of  all  phases  of  the  subject. 

In  order  to  appreciate  the  significance  of  the  award, 
it  is  desirable  briefly  to  review  the  facts  and  arguments 

>  The  members  of  the  Boftrd  were: 

Oaoar  S.  Straus,  philanthropist.  New  York  City. 

Charles  R.  VanHise,  president  of  the  University  of  Wisoonsin,  Madison,  Wis. 

Frederielc  N.  Judson.  lawyer,  St.  Louis  (member  of  Hadley  Railroad  Securities 
Commission). 

Albert  Shaw,  editor  of  the  Review  of  Reviewa.  New  York  City. 

Otto  M.  Eidlits,  New  York  City,  former  president  of  the  Building  Trades  Associa- 
tion of  New  York,  member  of  National  Civic  Federation. 

Daniel  WiUard,  president,  Baltimore  and  Ohio  R.  R.,  Baltimore  (for  the  railways.) 

P.  H.  Morrissey,  president.  Railway  Employees'  and  Investors'  Association,  — 
former  president,  Brotherhood  of  Railroad  Trainmen  (for  the  engineers). 
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as  they  were  presented.  Grand  Chief  Stone  handled 
the  case  for  the  engineers.  Considering  that  he  had 
had  few  educational  advantages  and  an  entire  lack 
of  legal  experience,  and  was  pitted  against  a  formidable 
array  of  trained  railroad  attorneys  and  managers, 
he  exhibited  remarkable  skill  in  marshalling  his  evi- 
dence, in  pleading,  and  in  cross-examining  the  rail- 
road witnesses.  He  represented  about  30,000  engineers 
employed  by  fifty-two  railroads.  The  mileage  of  these 
railroads  constitutes  about  25%  of  the  total  in  the 
United  States,  and  as  it  includes  the  lines  of  densest 
trafiSc,  this  25%  handles  47%  of  the  freight  tonnage 
and  43%  of  the  passenger  mileage,  and  receives  40% 
of  the  operating  revenue  of  all  the  railroads  in  the 
coimtry. 

The  demands  of  the  engineers  fell  under  three  general 
heads:  — 

(1)  Higher  rates  of  pay  in  all  classes  of  service, 
and  standardization  so  that  the  rate  for  each  class 
of  service  and  for  engines  of  certain  cylinder  dimensions 
would  be  classified  exactly  alike  on  each  of  the  fifty-two 
roads  and  their  branches. 

(2)  New  rules  of  service,  which  would  indirectly 
increase  compensation. 

(3)  A  monopoly  of  employment  for  steam  engineers 
on  electric  locomotives  and  motor  cars  or  multiple 
imit  trains. 

The  railroads  estimated  that  the  new  scale  of  wages 
and  amended  rules  would  entail  an  increase  averaging 
17.71%  and  would  mean  that  the  average  yearly 
compensation  of  engineers  would  be  increased  from 
$1500  to  $1775.^  The  exact  percentage  of  increase 
in  the  rates  alone  was  not  stated,  but  it  probably 

'  Tbe  Board  oonfiderad  this  an  over-estimate,  and  eet  the  existing  average  as 
nearer  $1400.     On  this  basb,  the  new  wage  scale  would  make  the  annual  wages  $1640. 
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approached  15%.  Considering  both  rates  and  rules, 
the  range  of  the  combined  increases  was  from  10.41%  on 
the  Bessemer  and  Lake  Erie  to  56.36%  on  the  Coal  and 
Coke  Railway.  The  new  wage  schedule  was  to  recog- 
nize no  distinction  between  main  lines  and  branches; 
level  and  hilly  roads;  lines  of  dense  and  thin  traffic; 
or  strong  and  financially  weak  companies.  The  new 
rules  called  for  additional  compensation  for  delays 
within  the  minimum  day  of  ten  hours,  both  at  the 
initial  and  final  terminal;  for  delays  of  more  than 
fifteen  hours  when  held  away  from  home  at  the  opposite 
end  of  the  run;  for  time  held  between  terminals  when 
obliged  to  '^  rest "  imder  the  requirements  of  the  federal 
"  hours  of  service  "  law;  and  for  additional  compensa- 
tion of  twenty-five  cents  per  day  for  engineers  in  local 
freight  service.  In  electric  service,  the  engineers 
objected  to  the  employment  of  motormen  to  run 
motor  cars  or  multiple  imit  trains  and  insisted  that 
they  should  be  manned  by  steam  engineers.  They 
looked  ahead  to  the  ultimate  large  extension  of  electric 
service  on  existing  steam  railroads,  and  viewed  with 
alarm  the  possibility  of  further  encroachment  on  their 
monopoly  by  motormen  belonging  to  a  rival  organiza- 
tion. The  action  of  the  Pennsylvania  railroad,  in 
contracting  with  the  Hudson  and  Manhattan  company 
to  divide  between  them  the  crews  operating  electric 
trains  between  New  York  and  Newark,  precipitated 
this  issue. 

Mr.  Stone,  at  the  outset,  disclaimed  the  high  cost 
of  living  as  the  principal  argument  for  increased  com- 
pensation. Living  expenses  he  regarded  largely  as  a 
matter  of  individual  standard  and  taste.  He  advanced 
the  following  as  the  important  reasons:  — 

(1)  Increased  responsibility  because  of  heavier  trains, 
higher  speed,  and  more  complicated  locomotives. 
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(2)  Greater  sldU  and  efficiency  required  by  the  more 
exacting  character  of  the  service.  Phjrsical  and  edu- 
cational examinations  have  become  more  rigid;  opera- 
ting rules  have  become  more  complex;  and  signal 
indications  have  become  more  nimierous  and  harder 
to  observe  faithfully.* 

(3)  Increased  hazard  because  of  the  conditions  enu- 
merated imder  the  first  and  second  headings,  and  which 
have  shortened  the  average  service  life  of  an  engineer 
(as  an  engineer)  to  eleven  years  and  seven  days. 

(4)  Increased  productivity,  or  as  stated  by  Mr. 
Stone,  "  value  of  service."  Prom  the  engineer's  view- 
point, he  is  not  receiving  his  proportionate  share  of 
the  profits  from  the  introduction  of  larger  locomotives 
which  haul  longer  trains. 

Mr.  Stone  also  referred  to  the  higher  rates  now  in 
effect  in  the  west  and  in  the  south  as  justification  for 
better  wages  in  the  east,  but  he  seemed  to  emphasize 
"  value  of  service  "  as  a  controlling  argument.  His 
attempt  to  show  that  the  engineer  is  entitled  to  a 
larger  share  of  the  profit,  due  to  more  economical 
methods,  was  unconvincing,  and  it  is  apparent  that  the 
Board  was  not  impressed  by  the  first  three  arguments. 
More  effective  were  his  arguments  and  evidence  show- 
ing that  in  the  adjustments  of  1910  the  conductors  and 
trainmen  had  been  dealt  with  more  generously,  and 
that  (as  already  explained)  the  long  standing  differential 
over  the  conductor  had  been  seriously  narrowed  or,  in 
a  few  cases,  wiped  out  entirely. 

It  is  unnecessary  to  go  into  detail  on  the  arguments 
offered  to  support  the  demand  for  additional  allow- 
ances imder  the  proposed  rules.  Much  testimony 
was  given  to  show  that  on  some  roads  a  hardship 


>  It  strikes  one  as  stimnjce  to  hear  of  ensineers  oomplainiiic  about  an  fajcfsan  in 
the  number  of  iignals,  sinoe  signals  an  primarily  to  safeguard  train  movement  and 
prerent  aoddents  in  which  the  engineer  is  the  first  to  suffer. 
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was  imposed  on  engineers  in  holding  them  on  duty 
without  extra  pay  before  or  after  the  required  mileage 
was  made,  when  managerial  foresight  might  have 
afforded  relief;  also  to  show  that  occasionally  the  men 
suffered  loss  of  earning  power  by  being  held  away 
from  home  or  on  the  road.  One  cannot  escape  the 
conviction  that  these  cases  were  exceptional,  and 
called  for  individual  negotiation  with  tiie  offending 
roads  rather  than  for  general  rules  penalizing  alike 
the  well  managed  and  the  poorly  operated.  In  all, 
Mr.  Stone  called  twenty-five  engineers  to  give  detailed 
evidence  as  to  the  nature  of  their  duties,  the  skill, 
watchfulness  and  endurance  required,  and  the  extent 
of  hardship  obtaining  under  existing  methods  of  opera- 
tion. 

The  railroads,  in  rebuttal,  built  their  case  around 
the  opening  statement  of  Mr.  B.  A.  Worthington, 
president  of  the  Chicago  and  Alton  Railway,  who 
acted  as  special  agent  for  the  conference  committee 
of  managers.  Altogether,  130  statistical  tables, 
charts,  and  explanatory  statements  were  filed  with  the 
Board,  and  sixteen  railroad  officials  testified.  Their 
evidence  was  designed  to  show:  — 

(1)  That  the  engineers  were  abeady  paid  relatively 
higher  rates  than  any  other  class  of  railroad  employees 
and  that  railroad  employees  as  a  body  were  well  paid.^ 
Changing  conditions  in  operation  were  recognized  in 
the  1910  wage  increases  to  engineers  and  no  material 
change  has  occurred  since  then.  The  engineers'  vital- 
ity and  working  years  compare  favorably  with  those 
of  workers  in  other  lines  of  employment  and  the 
engineers  have  been  fully  compensated  for  the  increase 
in  the  productive  power  of  their  labor  incident  to 

>  In  the  "Adranee  in  Ratot "  eases,  1910.  the  IntenUte  Commeroe  Comintiwion 
had  remarked:  —  **  Organised  railroad  labor  is  probably  as  well  paid,  and  soma  say 
better  paid,  than  labor  of  other  kinds,  on  the  averace." 
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modem  methods  or  facilities,  in  the  creation  of  which 
they  had  no  part. 

(2)  To  grant  the  demands  would  compel  the  rail- 
roads to  give  the  same  relative  increases  to  other 
employees,  the  combined  result  of  which  would  be  to 
increase  operating  expenses  by  $67,000,000  per  year. 
The  effect  would  be  the  same  as  placing  a  Uen  of 
$1,340,000,000  of  5%  bonds,  — the  equivalent  of 
increasing  the  total  capitaUzation  43%. 

(3)  The  financial  condition  of  some  of  the  roads 
was  such  that  the  increased  expense  would  spell  bank- 
ruptcy, and  the  credit  of  all  and  their  ability  to  make 
improvements  would  be  seriously  impaired. 

(4)  To  grant  monopoly  to  steam  engineers  in  electric 
service  was  contrary  to  public  policy.  Electric  opera- 
tion is  essentially  different  from  steam  service,  and  the 
railroads,  in  extending  their  electrified  area,  should 
not  be  limited  in  the  selection  of  operators,  when 
men,  other  than  steam  locomotive  engmeers,  are 
equally  equipped  and  available. 

(5)  The  proposed  standardization  was  inequitable, 
since  it  did  not  recognize  widely  different  physical, 
traffic,  operating,  and  financial  characteristics;  and  was 
not  real,  since  the  engineers  insisted  that  existing  rates 
or  rules  which  were  better  than  the  proposed  stand- 
ard should  not  be  changed. 

It  was  shown  in  the  evidence  that  some  of  the  en- 
gineers who  testified  were  paid  more  than  $200  per 
month.  One  man,  in  a  recent  month,  received  $251 
for  a  daily  run  which  kept  him  on  duty  five  hours  and 
fourteen  minutes  per  day.  Another  received  $181 
for  a  run  daily,  except  Sunday,  which  required  six 
hours  and  ten  minutes  duty  per  day.  One  statistical 
table  of  the  Pennsylvania  railroad  is  worth  reproduc- 
ing. It  applies  to  the  lines  east  of  Pittsburg  in  October, 
1911,  and  embraces  75%  of  the  engineers  on  all  trains: — 
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,^^  pAMBfCm  l^KAXMi      FknoBT  Tbainb 

Tltrooch  Local  Tluoacii  Sloir  Fraighl 

Number  of  tniu 11,434      10.400  6,285      3S.078 

ATen«B  hoon  on  nil 4.18        4.46  8.08          0.11 

AvencBbounonduty 4.68       4.06  8.68         0.66 

ATenvBearnincilMrliouronnil   fl.S82    00.088  Oa781      IOUt88 

ATen«B  eunioav  per  hour  on  duty  $1,101    00.844  Oa688      00JUS8 

ATen«Betfnins0  per  trip  >    $6.16      $4.18  $6.87        UM 

The  award  finally  made  by  the  Board  can  hardly 
be  regarded  as  satisfactory  to  the  engineers.  Briefly, 
it  refused  to  grant  the  demand  for  standardization, 
holding  that  local  variations  in  the  character  of  the 
service  should,  to  a  reasonable  extent,  be  reflected 
in  rates  of  pay.  It  did,  however,  recognize  the  prin- 
ciple of  a  minimum  wage  in  three  classes  of  service,  — 
passenger,  $4.25  per  day;  freight,  $4.75  per  day;  and 
switching,  $4.10  per  day,  —  these  minima  to  apply 
to  all  of  the  railroads.  The  proposed  scale  of  the 
engineers  had  called  for  $4.40  to  $4.60  for  passenger 
service;  $5.25  to  $7.00  for  freight;  and  $4.50  for  yards. 
Beyond  the  minima  just  stated  the  award  did  not  go, 
but  such  higher  rates  as  were  already  in  effect  con- 
tinued to  apply.  The  established  minimum  rates 
were  very  little  higher  than  the  existing  scale,  partic- 
ularly in  freight  service,  where  rates  lower  than 
$4.75  applied  only  to  a  few  of  the  very  old  and  light 
locomotives.  In  passenger  service,  the  increase  se- 
cured by  the  new  minima  applied  more  generally,  and 
probably  averaged  about  5%.  In  yard  service,  some 
engineers  benefited,  but  many  roads  already  paid 
more  than  the  rate  awarded.  The  bulk  of  the  increase, 
therefore,  went  to  the  passenger  men.  Taking  both 
rates  and  the  more  favorable  working  rules  into  account, 
the  total  effect  on  the  engineers'  pay  roll  was  relatively 
slight,  probably  about  3%;  ranging  from  1.8  to  5% 
on  the  larger  roads,  and  20  to  30%  on  the  few  weak 
lines. 

^  Computed  from  hourly  rmtes;  not  ehcmn  in  origiBal  tabulation. 
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As  regards  the  proposed  rules,  the  award  was  more 
favorable  to  the  engineers.  In  way  freight  service 
their  request  for  twenty-five  cents  per  day  additional 
was  granted.  They  also  gained  recognition  of  the 
right  to  compensation  when  held  away  from  home; 
but  pay  does  not  begin  until  the  period  so  held  exceeds 
twenty-eight  hours,  instead  of  the  fifteen  hour  limit 
set  by  the  engineers.  The  Board  also  conceded  the 
engineers'  request  to  have  work  trains,  helping  engines, 
circus  trains,  and  other  irregular  service  of  this  char- 
acter, classed  as  through  freight,  which  carries  higher 
rates  of  pay.  No  initial  terminal  delay  was  allowed, 
but  for  final  terminal  delays  exceeding  one  hour,  com- 
pensation at  overtime  rates  must  be  paid.  This  was 
an  important  victory  for  the  men,  a  yardmaster  being 
now  prevented  from  taking  from  a  train  crew  the 
benefits  of  a  quick  run  by  holding  the  train  a  long 
time  at  the  entrance  to  the  yard.  Some  relief  was  also 
granted  to  crews  ''  tied  up  "  on  the  road  through  the 
operation  of  the  "  hours  of  service  "  law.  A  discussion 
of  the  technical  details,  however,  is  not  here  called 
for. 

On  the  proposal  that  engineers  should  have  the 
monopoly  both  in  steam  and  electric  service  the  Board 
decided  that  steam  engineers  should  have  the  pref- 
erence in  electric  service  at  the  minimum  passenger 
rate  of  $4.25.  It  was  held,  however,  that  existing 
contracts  shall  not  be  affected.  This  left  undisturbed 
the  relations  between  the  Pennsylvania  railroad  and 
the  Hudson  and  Manhattan  company.  Except  in 
that  particular  the  decision  was  satisfactory  to  the 
engineers,  granting  them  their  desired  monopoly 
at  minimum  steam  service  rates. 

The  clause  in  the  proposed  schedule  which  provided 
that  existing  rates  or  rules  more  favorable  than  the 
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award  should  not  be  lowered  or  amended  was  granted. 
Mr.  Stone,  in  his  opening  address,  stated  frankly  that 
while  the  engineers  wanted  standardization,  they  were 
unwilling  to  give  up  any  better  privileges  already 
seeing  as  a  result  of  individual  bargaining  in  previous 
settlements. 

The  award  was  made  retroactive  to  May  1,  1912, 
being  put  in  force  for  one  year  from  that  date.  It 
may  continue  in  effect  indefinitely,  —  until  the  en- 
gineers express  their  desire  to  revise.  Whether  they 
will  do  so  will  probably  depend  on  the  outcome  of 
the  negotiations  now  (January,  1912)  pending  between 
the  railroads  and  the  other  brotherhoods.  The  fire- 
men, trainmen,  and  conductors  have  asked  for  great 
advances,  and  the  results  of  their  efforts  will  influence 
the  engineers. 

Turning  now  to  some  general  questions  raised  in 
the  arguments  and  evidence,  it  deserves  to  be  noted 
that  the  railroad  argument  for  the  weak  road  was  given 
scanty  consideration.  It  was  held  that  every  road  must 
pay  reasonable  wages,  regardless  of  financial  ability. 
The  Board  called  attention  to  the  extensive  inter- 
corporate holdings  of  the  securities  of  the  fifty-two 
roads  taking  part  in  the  proceedings.  Six  systems 
control  89%  of  the  entire  mileage.  Even  the  remaining 
11%,  owned  by  twelve  small  companies  which  are 
classed  as  independent,  have  ''  interlocking  "  directors 
who  are  on  the  Boards  of  the  larger  companies. 

A  suggestion  was  made  to  the  Board  dining  the 
hearings,  or  at  least  implied,  that  the  award  should 
recognize  the  justification,  from  the  railroad  viewpoint, 
of  an  increa^  in  freight  rates.  ^   This  was  dismissed  with 

1  The  testimony  of  Preeideat  MoCiea  of  the  Pemuylvania  lUUroad  may  be  inter- 
preted as  a  plea  for  suoh  reoosnition.  He  feared  that  continued  encroachment  on  the 
reserve  would  impair  railroad  credit,  and  earnestly  set  forth  his  view  that  if  further 
wac6  increases  were  granted  an  advance  in  rates  must  follow. 
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the  statement  that  if  any  road  finds  itself  unable  to 
pay  reasonable  wages  it  may  apply  to  the  Interstate 
Commerce  Commission  for  authority  to  increase  its 
rates.  Such  action  obviously  is  open  to  the  roads  in 
any  case,  and  the  suggestion  of  the  Board  will  in  itself 
probably  carry  little  weight  with  the  Commission.  In 
any  event,  an  increase  in  rates,  unless  effective  on  all 
competing  lines,  would  be  of  no  benefit  to  a  weak  line, 
and  even  if  it  were  of  benefit,  the  Commission  may  not 
discriminate  between  a  poor  road  and  its  competitor 
of  greater  financial  strength. 

Nothing  was  said  in  the  award  about  the  general 
rate  of  the  engineers'  pay,  or  its  fairness  or  sufficiency 
when  compared  with  the  pay  of  machinists  or 
similar  workmen  in  other  industries,  altho  evidence  on 
this  point  was  introduced  during  the  hearings  both 
by  the  railroads  and  the  engineers.  The  Interstate 
Commerce  Commission  has  intimated  that  the  wages 
of  railway  employees  are  not  low  ;  ^  the  railways 
contended  that  they  were  high  enough,  even  generous. 
In  any  discussion  of  the  fundamental  questions  thus 
involved,  it  might  be  expected  that  this  aspect  of  the 
case  should  be  considered.  The  Board,  in  its  discussion 
of  "  The  Basis  of  a  Fair  Wage,"  went  no  further  than 
to  compare  the  average  earnings  of  engineers  with 
those  of  conductors,  trainmen,  and  firemen.  It  is  ob- 
vious that  locomotive  engineers  have  great  responsi- 
bilities, and  that  the  interests  of  the  railways  and  of 
the  public  call  for  the  selection  of  men  who  are  watch- 
ful, intelligent,  well-trained, —  a  picked  lot.  Pay  should 
be  high  enough  to  attract  and  hold  such  men.  It 
would  seem  equally  obvious  that  the  railroads  should 
not  be  required  to  pay  more  than  is  sufficient  to  get 
such  men.    The  vulnerability  of  a  railroad  system,  the 

>  See  the  note  to  p.  380. 
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immense  loss  from  sudden  cessation  of  traffic,  existing 
state  of  public  suspicion  and  even  hostility  toward  the 
roads,  the  strength  of  the  brotherhood  organization,  — 
all  these  create  a  temptation  for  the  employees  to 
press  their  demands  higher  and  higher,  and  to  secure 
for  themselves  a  virtually  favored  position  among  the 
workmen  of  the  country.  Whether  the  engineers 
seemed  to  have  done  anything  of  the  sort  in  this  case, 
the  Board  did  not  undertake  to  say;  indeed  it  entered 
on  no  consideration  of  the  problem  from  this  point  of 
view. 

Possibly  this  question  of  principle  was  involved 
in  the  concluding  parts  of  the  Board's  report.  It  put 
on  record  emphatically  its  opinion  that  the  interest  of 
the  public  in  controversies  of  this  kind  is  greater  than 
that  of  employer  or  employee,  and  suggested  that  rail- 
road labor  unions  should  be  subject  to  control  by 
federal  or  state  wage  commissions,  with  authority  to 
settle  wage  disputes.  The  Board  proposed  for  the 
unions  the  same  kind  of  control  now  exercised  over 
combinations  of  capital.  Essentially,  this  would  mean 
compulsory  arbitration. 

Compulsory  arbitration  is  strongly  opposed  in  this 
country  by  the  labor  organizations.  It  is  true  that 
in  the  early  days  of  the  Knights  of  Labor  their  plat- 
form contained  a  plank  which  favored  the  principle. 
But  in  the  hearings  before  the  Industrial  Commission 
in  1899,  the  labor  leaders  who  testified  were  unanimous 
in  their  opposition.  Many  railroad  managers  now 
favor  the  principle.  President  Delano,  of  the  Wabash 
railroad,  suggested  two  years  ago  ^  that  a  court  of 
labor  arbitration  should  be  established,  and  the  Rail- 
way Age  Gazette,  the  leading  raihoad  journal,  has 
advocated  editorially  that  the  Interstate  Commerce 

t  Raaway  Age  Gaiette,  April  7.  nnd  May  12.  1911. 
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Commission  should  deal  with  disputes  on  wages,  as 
well  as  on  rates.^  Only  a  few  years  ago,  suggestions 
of  this  kind  were  resented  by  the  railroads  and,  if 
favored  at  all,  were  advanced  by  employees.  The 
balance  of  power,  formerly  held  by  the  railroads, 
is  now  with  the  unions,  and  it  is  not  surprising  that 
railroad  managers  generally  are  in  sympathy  with  this 
recommendation  of  the  Board.  Neither  need  we  be 
surprised  to  find  that  Mr.  Morrissey,  the  engineers' 
representative  on  the  Board,  dissented  from  the  findings 
as  a  whole,  and  particularly  objected  to  compulsory 
arbitration.  In  an  able  minority  report,  he  found 
fault  with  the  premises  on  which  the  Board  based 
its  minimimi  rates,  and  strongly  criticized  the  proposal 
for  a  wage  commission.  He  believed  that  present 
methods,  tho  imperfect  were  far  to  be  preferred, 
and  asserted  that  the  peace  which  might  be  secured 
by  compulsory  arbitration  would  be  purchased  at 
too  dear  a  price.  To  quote  his  concluding  words: 
''  To  insure  the  permanent  industrial  peace  so  much 
desired  will  require  a  broader  statesmanship  than  that 
which  would  shackle  the  rights  of  a  large  group  of  our 
citizens." 

The  concluding  recommendation  of  the  Board 
deservedly  attracted  wide  attention.  It  is  not  novel; 
but  it  had  never  before  been  so  conspicuously  and 
effectively  presented  in  connection  with  an  important 
labor  arbitration. 

Whatever  may  be  the  ultimate  effect  of  the  award 
and  its  recommendations,  the  work  of  the  Board 
beyond  doubt  ranks  high  in  the  achievements  of 
arbitration  tribimals.  It  not  only  discharged  ably 
its  responsibilities  in  settling  the  disputed  points  in 
this  specific  case,  but  advanced  a  constructive  pro- 

>  lUflwiiy  Av>  Gawtte,  April  8.  1910. 
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gram  which  would  afford  the  necessary  protection 
in  future  wage  controversies  to  all  the  parties  con- 
cerned, —  not  only  the  railways  and  their  employees, 
but  the  public  also. 

WiLUAM  J.  Cunningham. 

Harvard  Umitebsitt. 
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THE  DECISION  ON  THE  UNION  PACIFIC 
MERGER 

SUMMARY 

The  suit  by  the  Government  in  the  Circuit  Court,  296.  —  Organisa- 
tion and  growth  of  the  Harriman  system,  297.  —  Purchase  of  the 
Southern  Pacific,  300.  —  Agreement  with  the  San  Pedro,  Los  Angeles, 
and  Salt  Lake,  302.  —  Relations  with  the  Santa  Fe,  304.  —  Competi- 
tion prior  to  1901,  307.  —  Effect  of  consolidation,  316.  —  Argument 
that  the  method  of  combination  employed  was  legal,  319.  —  Opinion 
of  the  Supreme  Court,  320.  —  Will  dissolution  impair  eflSciency  in 
operation?  326.  —  Nature  of  the  decree,  327. 

Ever  since  the  decision  in  the  Northern  Securities 
case  dissolving  the  merger  of  the  Hill  lines^  it  has 
seemed  probable  that  an  attempt  would  be  made  to 
break  up  the  equally  powerful  Harriman  system  in 
the  Southwest.  It  is  true  that  the  facts  in  the  two 
instances  were  not  altogether  the  same.  The  com- 
ponent parts  of  the  Harriman  lines  were  not  com- 
petitors before  their  imion  in  any  such  obvious  way 
as  the  Great  Northern  and  Northern  Pacific  had  been, 
while  the  combination  of  the  Union  and  Southern 
Pacific  was  not  accomplished  through  a  holding  com- 
pany formed  for  the  purpose,  but  came  about  through 
a  stock  purchase  by  a  genuine  operating  company. 
Doubtless  for  these  reasons  prosecution  was  postponed 
until  less  equivocal  cases  had  been  disposed  of.  The 
delay  had  the  advantage,  as  matters  turned  out,  of 
allowing  a  prior  investigation  by  the  Interstate  Com- 
merce Commission;  so  that  the  Government  was 
enabled  to  incorporate  in  its  record  a  large  amoxmt 
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of  evidence  presented  in  January  and  February, 
1907,  without  the  expense  of  taking  the  testimony 
itself.* 

The  suit  for  dissolution  under  the  Sherman  law 
was  finally  brought  by  the  United  States  before  the 
Circuit  Court  for  the  District  of  Utah.  The  Govern- 
ment named  as  defendants  the  Union  Pacific  and  its 
subsidiary  companies,  the  Southern  Pacific,  the  Santa 
Fe,  the  San  Pedro,  Los  Angeles,  and  Salt  Lake,  the 
Northern  Pacific,  the  Great  Northern;  certain  indi- 
viduals, —  Edward  H.  Harriman,  Jacob  H.  Schiff ,  Otto 
H.  Kahn,  James  Stillman,  Henry  H.  Rogers,  Henry  C. 
Frick,  and  William  A.  Clark;  and  the  Farmers  Loan 
and  Trust  Company,  the  depositary  of  the  San  Pedro 
shares  under  the  trust  agreement  of  1902.  It  asked 
decrees  forbidding  the  Union  Pacific,  Oregon  Short 
Line,  and  Oregon  Railroad  and  Navigation  Companies 
from  voting  shares  of  the  other  companies  named  in 
the  petition,  and  also  decrees  enjoining  these  other 
companies  from  recognizing  any  shares  which  the 
Union  Pacific  and  its  subsidiaries  might  happen  to 
hold.  Briefs  were  filed  by  P.  F.  Dunne  and  N.  H. 
Loomis  for  the  Union  Pacific  and  its  subsidiaries 
and  for  the  Southern  Pacific.  A  separate  brief  was 
submitted  for  Mr.  Frick,  and  a  memorandum  in  behalf 
of  Messrs.  Stillman,  Schiff,  and  Kahn.  The  Govern- 
ment's case  was  directed  by  Frank  B.  Kellog  and 
Cordenio  A.  Severance,  with  the  Attorney  General's 
assistance  in  the  preparation  of  the  brief.  All  of  these 
gentlemen  had  been  employed  before  in  prosecutions 
under  the  Sherman  law,  and  Messrs.  Kellog  and  Sev- 
erance   had    tried    the    case    against    the    Southern 

>  Referenoes,  unloas  otherwioe  ttated,  are  to  the  reoord  submitted  to  the  Supreme 
Court.  The  teetimony  and  exhibito  in  the  Merger  Ceae  fill  thirteen  volumes  and 
eonatitute  an  important  additum  to  the  ■ouroe  material  on  railroad  transportation. 
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Pacific  in  the  Circuit  Court.  Mr.  Severance^  how- 
ever, bore  the  burden  of  examining  and  cros£hexamining 
witnesses  in  the  case  at  bar,  and  was  the  best 
informed)  as  he  was  perhaps  the  ablest,  of  the 
Government  counsel. 

The  original  report  of  the  Interstate  Commerce 
Commission  had  dealt  with  the  Harriman  lines  as  a 
great  combination  of  competing  railroads.^  The 
Circuit  Coiut  rendered  its  decision  on  June  24,  1911, 
and  contrary  to  general  expectation  this  proved  un- 
qualifiedly adverse  to  the  Government's  contentions. 
The  case  turned  on  the  question  of  competition. 
Two  judges  ruled  that  the  Union  Pacific  and  the 
Southern  Pacific  were  connecting  and  only  incidentally 
competing  lines.'  Judge  Hook  filed  a  dissenting 
opinion.  Appeal  was  taken  to  the  Supreme  Court 
in  October  of  the  same  year. 

The  facts  in  the  case  seem  reasonably  clear.  The 
so-called  Harriman  group  of  railroads  in  1912  com- 
prised a  mileage  of  about  18,500  miles.  It  stretched 
from  Omaha,  Kansas  City,  and  New  Orleans  on  the  east 
to  Los  Angeles,  San  Francisco,  and  Portland  on  the 
west,  and  by  means  of  the  Morgan  Steamship  Line 
it  reached  New  York.  In  addition  it  owned  a  majority 
of  stock  in  the  Pacific  Mail  Steamship  Company, 
which  carries  freight  and  passengers  from  the  Pacific 
Coast  to  the  Orient  and  to  Panama.  Of  the  total 
mileage  west  of  the  Mississippi-Missouri  River  and 
south  of  the  Northern  Pacific  Railroad  the  Harriman 
management  controlled  19%.  Finally,  through  stock 
ownerehip  in  the  Illinois  Central,  the  Chicago  and 
Alton,  and  other  lines,  and  by  contract  with  the  San 
Pedro,  Los  Angeles,  and  Salt  Lake,  it  possessed  in 

>  12  I.  C.  C.  Rep.  277.  >  188  Fed.  102. 
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varying  degree  influence  over  connecting  and  competing 
roads. 

The  different  parts  of  the  system  were  held  together 
by  a  rather  complex  system  of  intercorporate  stock- 
holdings. The  keystone  of  the  structure  was  the 
Union  Pacific  Railroad,  which  held  in  its  treasury 
all  the  stock  of  the  Oregon  Short  line,  most  of  the 
stock  of  the  St.  Joseph  and  Grand  Island,  and  con- 
siderable quantities  of  the  shares  of  the  Illinois  Central 
and  of  the  Chicago  and  Alton.  The  Oregon  Short 
line  in  its  turn  owned  half  of  the  stock  of  the  San 
Pedro,  Los  Angeles,  and  Salt  Lake,  substantially  all  of 
the  stock  of  the  Oregon-Washington  Railroad  and 
Navigation  Company,  46%  of  the  shares  of  the  South- 
em  Pacific  Company,  and  interests  in  the  Baltimore 
and  Ohio,  New  York  Central,  Chicago  and  North- 
western, and  other  lines.  The  Southern  Pacific 
Company,  most  important  of  all  the  Union  Pacific 
subsidiaries,  was  a  holding  company,  which  owned 
substantially  all  the  stock  of  the  Central  Pacific, 
the  Southern  Pacific  Railroad,  the  Galveston,  Harris- 
burg,  and  San  Antonio  and  other  roads  in  the  South- 
west, the  Southern  Pacific  Railroad  Company  of  Mexico, 
the  Oregon  and  California,  and  other  less  important 
companies.  The  Southern  Pacific  Company  also  leased 
and  operated  the  Central  Pacific,  the  Southern  Pacific 
Railroad,  the  Oregon  and  California,  and  the  Southern 
Pacific  Coast  Railway.  Including  the  Illinois  Central 
the  securities  of  the  Harriman  companies  outstanding 
aggregated  some  $2,600,000,000,  of  which  $1,650,000,- 
000  were  in  the  hands  of  the  public. 

Three  periods  may  be  segregated  in  the  growth  of 
the  system.  The  shares  which  the  Union  Pacific  pos- 
sessed in  the  capital  of  the  Oregon  Short  Line,  the 
holdings  of  the  Short  line  in  the  Oregon-Washington 
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Railroad  and  Navigation  Company,  and  the  holdings 
of  the  Southern  Pacific  Company  in  the  railroads  of 
the  Southwest  and  in  the  Central  Pacific  represented 
the  normal  growth  of  the  Pacific  railways  which  had 
been  chartered  in  1862  and  1864.  The  construction 
of  the  Short  line  was  xmdertaken  by  Union  Pacific 
interests  in  order  to  secure  a  connection  with  the 
Pacific  Coast,  and  was  financed  in  return  for  the  stock 
of  the  company  and  a  portion  of  its  bonds.  The 
Oregon  Ridlway  and  Navigation  Company^  was 
pturchased  for  the  same  reason,  under  the  very  nose 
of  the  Northern  Pacific.  In  like  manner,  the  parties 
which  originally  built  the  Central  Pacific  constructed 
additional  track  southward  along  the  Califomian 
coast,  and  then  east  through  Arizona,  New  Mexico, 
and  Texas.  As  a  pure  matter  of  convenience  they 
organized  different  companies  as  they  went  along, 
and  finally  welded  all  together  by  means  of  stock 
control.  It  was  in  the  second  period  that  the 
control  of  the  Salt  Lake  Company  by  the  Union 
Pacific  and  Oregon  Short  Line  was  secured,  and 
then  also  that  the  Union  Pacific  bought  its  hold- 
ings in  the  Southern  Pacific.  About  the  same  time 
shares  were  purchased  in  the  Northern  Pacific  which 
were  later  sold  again.  The  third  period  began  with 
the  dissolution  of  the  Northern  Securities  Company 
and  represents  the  result  of  reinvestment  of  the  sums 
secured  from  the  sale  of  Northern  Pacific  and  Great 
Northern  stock.  Among  other  securities  certain  shares 
in  the  Santa  Fe  were  obtained.  For  the  purposes  in 
hand  we  have  to  deal  mainly  with  the  second  group 
of  purchases,  as  these,  with  the  addition  of  the  Santa 
Fe  operation,  were  the  basis  of  the  Government  suit. 
The  characteristic    feature  of    the  earlier  and  later 

I  Later  eipanded  into  the  OreeoD-WMhington  Railrowl  and  Navicntlon  Comiiaiiy. 
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development  was  the  acquisition  of  connecting  lines; 
only  in  the  middle  period,  if  at  all,  was  competition 
suppressed. 

It  is  a  matter  of  common  knowledge  that  as  late 
as  1901  the  Union  and  Southern  Pacific  Companies 
were  entirely  independent.  Of  the  original  builders 
of  the  Southern  Pacific,  Hopkins  had  died  in  1878, 
Crocker  in  1888,  and  Stanford  in  1893;  but  until 
August,  1900,  Mr.  CoUis  P.  Huntington,  then  holding 
37)%  of  all  the  Southern  Pacific  stock  outstanding, 
refused  to  compromise  in  any  way  his  company's 
separate  existence.  The  record  shows  that  proposals 
were  made  to  him.  The  Union  Pacific,  dependent  on 
the  Southern  Pacific  for  direct  connection  with  San 
Francisco,  and  fearful  lest  at  Mr.  Huntington's  death 
his  stock  should  fall  into  unfriendly  hands,  offered  to 
purchase  his  shares,  or  failing  this  to  conclude  a  perma- 
nent alliance.  To  this  offer  Mr.  Huntington  remained 
indifferent.  Huntington  died,  however,  in  August, 
1900,  leaving  his  Southern  Pacific  stock  to  his  widow 
and  nephew  in  the  proportion  of  two-thirds  and  one- 
third  respectively;  and  both,  as  had  been  anticipated, 
proved  willing  to  dispose  of  their  holdings.  Negotia- 
tions were  carried  to  completion  in  February,  1901. 
475,000  shares  were  ptuxshased  from  the  Huntingtons 
and  from  Edwin  Hawley,  the  late  financier's  most 
intimate  business  associate,  while  enough  was  secured 
from  other  parties  through  Kuhn,  Loeb  and  Company 
to  make  an  aggregate  of  677,700  shares,  at  an  average 
price  of  50.6146.  Market  quotations  were  then  in  the 
neighborhood  of  45%.  On  February  4,  Kuhn,  Loeb 
and  Company  engaged  to  deliver  to  the  Union  Pacific 
one  month  later  72,300  additional  shares  at  the  same 
price,  plus  4%  interest  from  February  11,  bringing  the 
company's  holdings  up  to  750,000  shares.     This,  in 
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Mr.  Haniman's  opinion,  was  sufficient  for  control. 
A  year  or  two  later  an  attempt  to  force  the  Southern 
Pacific  to  pay  in  dividends  earnings  which  its  managers 
thought  should  be  expended  in  improvements  led  the 
Union  Pacific  to  acquire  still  another  150,000  shares. 
In  January,  1910,  purchases  were  renewed  for  the  last 
time,  in  view  of  pending  legislation  in  Congress  which 
promised  to  make  the  possession  of  an  absolute  majority 
of  Southern  Pacific  stock  desirable;  but  these  pur- 
chases ceased  after  74,000  shares  had  been  obtained, 
and  50,000  shares  were  subsequently  sold.  This 
concluded  the  episode.  On  June  30,  1911,  the  Union 
Pacific  through  the  Oregon  Short  line  owned  1,266,500 
shares  of  Southern  Pacific  common,  or  46%  of  all 
outstanding  —  sufficient  to  give  imdisputed  control. 

It  was  stoutly  maintained  by  Mr.  Kahn,  of  Kuhn, 
Loeb  and  Company,  that  the  desire  to  control  the 
Southern  Pacific  line  from  San  Francisco  to  El  Paso 
was  not  a  motive  in  the  transactions  described.  The 
necessity  of  buying  the  Smiset  Route,  he  said,  was 
considered  an  obstacle  and  a  deterring  feature.  If 
a  way  could  have  been  foimd  to  secure  the  Central 
Pacific  alone,  it  would  have  been  preferred  at  the  time. 
The  possible  reduction  of  competition  was  not  even 
considered  at  any  of  the  meetings  of  the  Executive 
Committee  at  which  the  subject  was  brought  up. 
The  same  was  true  of  the  acquisition  of  the  boat  lines 
to  the  Orient,  the  business  to  Colorado  and  Utah 
points,  and  other  minor  phases.^  Speaking  of  the 
Southern  Pacific,  Mr.  iCahn  declared:  — 

We  knew  it  would  require  a  great  deal  of  money  to  be  spent  on 
it,  we  knew  it  added  thousands  of  miles  to  the  burden  of  administra- 
tion and  management.  We  were  very  anxious  that  the  Union 
Pacific  should  receive  as  much  of  the  administrative  ability  and 

i  IV.  4713^714  KahD. 
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of  the  railroad  genius  of  Mr.  Harriman  as  it  was  possible  for  him 
to  give  it,  and  we  were  rather  disinclined  to  put  upon  him  any  more 
burden  than  was  necessary  to  the  best  development  of  the  Union 
Pacific;  and  therefore  we,  individually,  felt  that  if  the  Southern 
Pacific  could  be  separated,  keeping  only  the  Central  Pacific  and 
the  north  and  south  lines  in  Califomia,  and  getting  rid  of  the  south- 
ern part  of  the  Southern  Pacific,  we  would  be  getting  rid  of  a 
nuisance.^ 

Some  plausibility  was  given  to  this  contention  by 
Mr.  Gould's  later  admission  that  he  had  requested 
a  half  interest  in  the  Southern  Pacific  purchase,  and 
had  told  Mr.  Harriman  that  if  the  Union  Pacific  did 
not  take  the  stock  he  would  take  it  himself  for  his 
roads.^  At  this  time  the  Gould  lines  ended  at  Ogden, 
and  the  control  by  them  of  the  Central  Pacific  would 
have  been  disastrous  to  Union  Pacific  interests.  There 
was  also  talk  of  possible  construction  to  Ogden  by  the 
Burlington  or  the  Chicago  and  Northwestern.  No 
proof  of  intent  is  now  possible.  One  can  only  surmise 
that  Mr.  Harriman  was  unlikely  to  have  overlooked 
the  great  extension  of  his  power  in  the  Southwest 
which  acquisition  of  the  Sunset  Route  was  bound  to 
bring,  whatever  might  have  been  true  of  the  bankers 
who  were  supporting  him. 

A  few  years  after  the  Southern  Pacific  purchase, 
the  San  Pedro,  Los  Angeles,  and  Salt  Lake  was  brought 
into  the  fold.  This  line  runs  from  Salt  Lake  City 
southwesterly  to  Los  Angeles,  cutting  three  or  four 
hundred  miles  from  the  route  via  Sacramento,  and 
giving  to  the  Union  Pacific  yet  another  independent 
outlet  to  the  coast.  It  appears  that  the  project  had 
been  originally  planned  by  Union  Pacific  interests  and 
over  a  million  dollars  spent;  but  that  the  plans  had 
been  interrupted  by  the  Union  Pacific  bankruptcy 
and  had  not  been  resumed  until  1898.'     In  that  year 

1  p.  4731  Kahn.  i  Pp.  4962-4057  Gould.  •  P.  3436  Eoelei. 
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the  Oregon  Short  line  made  a  contract  with  a  man 
named  Eccles  and  his  associates,  who  engaged  to 
form  a  company  and  to  build  a  railroad  along  the  old 
grade  for  some  seventy-five  or  eighty-five  miles.  Under 
this  contract  sixty-six  miles  were  built,  ^  when  construc- 
tion ceased.  About  1900  the  matter  was  taken  up  by 
parties  in  Los  Angeles,  and  Senator  Clark  became 
interested.'  Land  for  a  terminal  was  applied  for  in 
Salt  Lake  City  and  support  asked  for  on  the  groimd 
that  the  new  line  would  be  independent  of  the  Southern 
Pacific*  By  Jime,  1901,  the  San  Pedro  Company 
had  raised  $2,501,600,  had  obtained  in  the  neighbor- 
hood of  one  himdred  acres  of  land  in  Los  Angeles 
favorably  situated  for  terminals,  and  through  the 
Los  Angeles  Terminal  Railway  Company  had  acquired 
about  three  miles  of  water  front  on  the  Bay  of  San 
Pedro,  California.^  One  hundred  and  ten  miles  of 
the  proposed  main  line  from  Los  Angeles  toward 
Salt  Lake  had  been  surveyed,  ninety  miles  located, 
and  right  of  way  for  thirty  miles  secured.*  These 
vigorous  efforts  led  to  renewed  activity  on  the  part  of 
the  Union  Pacific  system,  altho  the  original  reasons 
for  construction  had  lost  force  after  its  consolidation 
with  the  Southern  Pacific  lines.  An  option  on  the 
Eccles  mileage  (Utah  and  Pacific  Company)  was  taken 
up,  forty-two  miles  were  built  on  towards  Caliente, 
surveys  were  made  towards  Los  Angeles,  and  litigation 
was  begim  with  the  Clark  interests  over  the  right  of 
way  through  certain  narrow  passes  through  which 
both  roads,  if  constructed,  would  have  to  run.  It 
was  from  the  beginning  evident  that  two  railroads 
through  this  district  would  not  pay,*  and  the  San  Pedro 

>  p.  2435  ff.  Eeolea.  *  P.  8282  flf.  Gibben. 
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Digitized  by  VjOOQ IC 


304  QUARTERLY  JOURNAL  OF  ECONOMICS 

Compai^  came  to  terms.  In  July^  1902,  the  Clark 
people  sold  to  the  Harriman  lines  an  undivided  half 
interest  in  the  enterprise  and  agreed  to  the  trusteeing 
of  all  the  stock  for  ten  years.  Directors  were  to  be 
equally  divided  between  the  two  parties  and  various 
ti^c  and  other  agreements  effectually  prevented  inde- 
pendent action  as  to  rates. 

The  abortive  attempt  to  control  the  Northern  Pacific 
in  1901  needs  only  a  bare  reference.  It  had  no  result 
except  to  provide  the  Union  Pacific  abxmdantly  with 
funds  that  could  be  used  in  future  expansion.  It 
should  be  remarked,  however,  that  an  mterest  in 
the  Santa  Fe  was  acquired  in  1906,  at  a  time  of  active 
rivalry  between  Santa  Fe  and  Southern  Pacific  interests. 
The  Santa  Fe  was  then  and  still  is  the  only  road  con- 
necting San  Francisco  and  Chicago  by  its  own  rails 
(except  for  a  few  miles  in  California  where  Southern 
Pacific  tracks  are  used),  and  the  only  one  of  importance 
apart  from  the  Harriman  lines  that  penetrates  the 
Southwest.  In  1901  projects  for  Santa  Fe  extension 
in  Arizona  were  under  discussion.  The  company 
had  just  bought  the  stock  and  second  mortgage  bonds 
of  the  Santa  Fe,  P^rescott,  and  Phoenix,  a  road  running 
from  Ash  Fork  on  the  Santa  Fe  main  line  south  and 
southeast  through  Ptescott  to  Phoenix.  The  country 
was  not  a  rich  one,  but  it  had  mineral  possibilities, 
and  expected  a  considerable  agriculttural  development 
through  irrigation.  The  president  of  the  last-named 
company  was  one  Frank  Murphy,  whom  Mr.  Mora- 
wetz,  chairman  of  the  executive  committee  of  the 
Santa  Fe,  characterized  as  an  enthusiastic  son  of 
Arizona.^  Mr.  Murphy  was  anxious  that  the  Phoenix 
road  should  be  extended  south  to  Benson,  where 
connection  could  be  made  with  the  El  Paso  and  South- 

I  p.  1180  Montweta. 


Digitized  by  VjOOQ IC 


THE  UNION  PACIFIC  MERGER  306 

western  and  a  direct  and  independent  outlet  secured 
to  the  Gulf  over  this  road  and  the  Texas  and  Pacific 
from  El  Paso.  It  is  obvious  that  this  was  of  great 
importance  to  the  Santa  Fe,  Prescott^  and  Phoenix 
so  long  as  it  remained  independent.  To  the  Santa  Fe 
it  was  less  vital.  Traffic  which  could  be  taken  on 
Atchison  rails  clear  to  Chicago  was  scarce  likely  to  be 
given  to  another  road  at  Benson^  and  altho  part  of  the 
proposed  road  might  have  been  used  in  a  new  low  grade 
route  through  Southern  Arizona  and  New  Mexico 
to  Deming  —  a  route  parallel  with  the  Santa  Fe's 
existing  line  and  about  one  hundred  and  fifty  miles 
longer  —  the  construction  of  this  route  was  not  imme- 
diately in  prospect.  For  these  reasons,  and  because 
the  local  business  of  the  extension  did  not  look  attrac- 
tive, Mr.  Morawetz  refused  to  undertake  it.^  Mr. 
Murphy  promptly  organized  a  new  company,  the 
Phoenix  and  Eastern,  made  surveys,  secured  rights 
of  way,  and  negotiated  for  a  trackage  contract  with  the 
El  Paso  and  Southwestern.'  Seeing  that  the  road 
was  to  be  built,  the  Santa  Fe  decided  that  it  had 
better  build  it  itself,  and  arranged  in  1902  for  construc- 
tion as  far  as  Dudleyville,  half-way.*  Shortly  after 
surveys  were  made  for  an  eastern  extension  from 
Dudleyville  toward  the  Santa  Fe  tracks  at  Deming, 
and  a  new  road  was  incorporated  to  build  through  the 
Gila  canyon.* 

The  construction  south  of  Phoenix  the  Southern 
Pacific  regarded  as  an  invasion  of  its  territory.  Harri- 
man  graders  occupied  a  canyon  above  the  line  of  the 
Phoenix  and  Eastern  and  proceeded  to  blast  down 
rocks  upon  their  rival's  right  of  way.*     The  next  step 

I  p.  1188  lioraweti.  «  P.  1182  OougiM. 

•  P.  1188  Monwvla.  «  P.  6060  Marphj. 
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was  to  ask  the  Santa  Fe  to  sell  to  the  Southern  Pacific 
the  constructed  part  of  the  Phoenix  and  Eastern, 
and  to  retire  from  the  country  in  which  it  lay.*  Mr. 
Morawetz  was  not  unwilling  to  make  the  sale.  He 
seized  the  opportunity,  however,  to  secure  certain 
advantages  in  northern  California.  In  the  summer  of 
1902,  as  he  explained  in  his  testimony,  the  Atchison 
had  concluded  that  it  would  be  desirable  to  extend 
its  system  north  of  San  Francisco  Bay.  Negotiations 
were  begun  for  the  purchase  of  the  stock  of  the  Cali- 
fornia and  Northwestern,  but  this  stock  was  sold  to 
Southern  Pacific  interests  before  the  Atchison  purchase 
was  completed.*  Thereupon  the  Atchison  bought  the 
stock  of  a  short  line  running  out  of  Eureka,  about 
one  himdred  miles  north  of  San  Francisco.  This 
railroad  did  a  considerable  passenger  business  and 
handled  a  good  deal  of  lumber,  but  connected  with 
San  Francisco  only  by  boat.'  It  was  intended  to 
build  south  to  San  Francisco,^  but  the  construction 
would  have  been  expensive,  and  the  volume  of  business 
probably  insufficient  to  support  both  a  Southern  Pacific 
and  a  Santa  Fe  line.  The  dispute  in  Arizona  gave 
Mr.  Morawetz  the  idea  of  attaching  to  his  consent 
to  sell  the  Phoenix  and  Eastern  (at  cost  and  interest) 
the  conditions  that  Mr.  Harriman  sell  him  at  the  same 
time  a  half  interest  in  the  coast  lines  north  of  San 
Francisco  Bay.  Mr.  Harriman  at  first  refused,'  but 
later  agreed.  As  part  of  the  same  arrangement  the 
Southern  Pacific  agreed  to  have  built  a  low  grade  line 
between  Phoenix  and  Deming  and  the  Santa  Fe  a  line 
between  Phoenix  and  Mojave  —  each  company  to  have 
trackage  rights  over  the  other's  road  on  mutually 
satisfactory  terms  upon  request.* 

I  p.  1134  Morawets.  >  P.  1134  Morawets. 
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It  was  while  the  relations  between  the  Santa  Fe 
and  the  Southern  Pacific  were  thus  subjects  of  dispute 
that  Mr.  Harriman  informed  Mr.  Morawetz  that  he 
and  some  of  his  associates  (Wm.  Rockefeller,  H.  H. 
Rogers,  Jas.  Stillman,  and  Kuhn,  Loeb  and  Company)  ^ 
had  purchased  300,000  shares  of  Atchison  stock  and 
desired  representation  on  the  Board  of  Directors. 
He  called  attention  to  the  general  desirability  of  estab- 
lishing a  better  relationship  between  railroads,  and 
offered  Mr.  Morawetz  a  place  on  the  executive  com- 
mittee of  the  Southern  Pacific;  but  stated  that  the 
stock  referred  to  had  been  bought  as  a  private  invest- 
ment. Mr.  Morawetz  declined  to  consider  a  change 
in  the  directorate  until  the  differences  between  the 
Santa  Fe  and  the  Harriman  lines  should  have  been 
adjusted.  By  February,  1905,  an  agreement  had  been 
reached,  and  Messrs.  Rogers  and  Frick  were  elected 
to  the  Atchison  Board.^  The  bulk  of  the  holdings 
of  Mr.  Harriman  and  his  associates  had  been  sold  by 
the  latter  part  of  1906,  but  by  this  time  the  Oregon 
Short  Line  had  purchased  100,000  Atchison  shares; 
and  Rogers  and  Frick  retained  their  positions.  The 
stock  owned  by  the  Oregon  Short  Line  was  finally 
sold  m  1909.« 

These  were  the  bare  facts  on  which  the  Government 
was  to  base  its  charge  of  violation  of  the  law.  They 
raised,  it  will  be  observed,  three  questions.  (1)  Was 
there  competition  between  the  companies  named 
before  the  incidents  occurred  which  were  mentioned 
in  the  complaint?  (2)  Did  these  transactions  do  away 
with  competition,  assuming  that  it  had  existed  ? 
(3)  If  there  had  been  competition,  and  it  had  ceased, 
was  its  suppression  brought  about  by  illegal  means  ? 
Unless  all  three  questions  could  be  answered  in  the 

>  p.  llOSSoUff.  *  p.  1188  MorawetB.  •  P.  4722  Kahn. 
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affinnative,  the  Government's  case  would  fail.  In 
the  eyes  of  Mr.  Wickersham  and  his  associates  the 
facts  cited  constituted  cumulative  evidence  of  a  con- 
spiracy to  restrain  and  monopolize  interstate  and 
foreign  commerce,  carried  through  by  competing 
raih*oads  and  by  certain  stockholders  therein.  On 
the  other  hand,  the  defendants  interpreted  the  facts 
as  isolated  transactions,  each  justified  by  the  special 
circumstances  of  the  case,  and  totally  devoid  in  intent 
and  result  of  any  semblance  of  restraint  of  trade  or 
attempted  monopoly. 

In  analyzing  the  evidence  presented,  we  may  first 
direct  our  attention  to  the  matter  which  the  Govern- 
ment offered  as  proof  of  the  existence  of  competition 
between  the  Southern  and  the  Union  Pacific  railroads, 
including  with  the  latter  the  Oregon  Short  line  and 
Oregon  Railroad  and  Navigation  Companies.  This 
evidence  was  vital,  and  was  given  more  attention  in 
briefs  and  testimony  than  any  other  portion  of  the  case. 
The  material  was  divided  into  seven  parts:  — 

1.  Competition  as  to  traffic  between  the  Atlantic 
seaboard  and  the  Pacific  coast.  The  Government 
examined  no  less  than  seventy  witnesses  —  shippers. 
Southern  Pacific  employees  and  ex-employees,  and 
representatives  of  independent  railroad  lines.  Among 
those  who  testified  were  Mr.  Hawley,  for  nineteen 
years  eastern  agent  of  the  Southern  Pacific  and  after 
that  a  financier  of  prominence;  Messrs.  Stubbs, 
Spence,  and  Munroe  of  the  traffic  department  of  the 
Southern  Pacific;  Mr.  Paul  Morton,  one  time  Vice- 
President  of  the  Equitable  life  Assurance  Company, 
Mr.  Jeffery,  President  of  the  Denver  and  Rio  Grande, 
and  Mr.  Hannaf ord,  in  charge  of  traffic  on  the  Northern 
Pacific.  Substantially  all  of  these  witnesses  testified 
that  traffic  from  the  Atlantic  seaboard  could  move 
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to  the  Pacific  coast  either  via  the  Morgan  Steamship 
line  to  New  Orleans  and  thence  over  the  Sunset  Route 
of  the  Southern  Pacific  to  San  Francisco,  or  via  the 
trunk  lines  and  their  connections  to  Omaha,  thence 
over  the  Union  Pacific  to  Ogden  and  over  the  Central 
Pacific  to  the  Coast.      Altho  the  Southern  Pacific 
was  interested  in  both  of  these  routes,  yet  it  secured 
all  the  revenue  from  freight  moving  via  the  Sunset 
Route  and  only  30.1%  of  the  total  revenue  from  freight 
delivered  to  it  by  the  Union  Pacific  at  Ogden.      In 
consequence,  it  used  its  best  efforts  to  influence  freight 
to  travel  by  the  southern  line.      The  Government 
showed  by  the  evidence  of  shippers  that  freight  was 
actually   solicited   in   competition   between   the   two 
Pacific  companies.     The  Southern  Pacific,  it  appeared, 
took  traffic  at  New  York  rates  from  as  far  west  as 
Buffalo    and    Pittsburg,    not    including  those  cities, 
and  from  as  far  south  as  Norfolk.^     Not  only  this, 
but  the  Union  Pacific  was  not  altogether  restricted 
to  the  route  via  Ogden.      By  diverting  freight  at 
Granger  and  sending  it  north  to  Portland  over  the 
Oregon   Short   Line   and   the   Oregon   Railroad   and 
Navigation  Company,  it  could  affect  the  transcontinen- 
tal rate  in  two  ways.     In  the  first  place,  it  was  physi- 
cally possible  for  traffic  to  move  from  Portland  to 
San  Francisco  by  boat;    and  in  the  second  place,  a 
mere  reduction  in  the  rate  to  Portland  compelled  a  cut 
to  every  Pacific  terminal  point  in  order  to  maintain 
these  different  cities  in  the  same  relative  position  for 
the  distribution  of  eastern  goods.      As  Mr.  Stubbs 
expressed  it:  "  Let  the  rate  be  cut  on  the  Great  North- 
em,  and  it  goes  down  to  the  Gulf  of  California."  * 

Mention  may  also  be  made  in  this  connection  of  the 
route  via  the  Isthmus  of  Panama,  in  which  the  Southern 

1  p.  841  Hftwley.  «  P  3005  Stubbs. 
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Pacific  had  an  interest  by  virtue  of  its  control  of  a 
steamship  line  from  San  Francisco  to  Panama.  The 
business  was  not  large,  but  in  so  far  as  any  moved 
this  way  it  was  in  competition  with  the  rail  lines  via 
Ogden. 

2.  Competition  as  to  traffic  between  points  in  the 
interior  of  the  country  and  the  Pacific  Coast.  Much 
the  same  was  true  of  the  traffic  from  points  between 
Buffalo  and  Pittsburg  and  the  Mississippi  River 
that  held  for  the  business  from  further  east.  It  was 
plainly  impracticable  to  send  them  through  New  York, 
but  goods  could  move  to  the  Gulf  and  thence  via 
the  Simset  Route  to  California,  or  they  could  go  by 
way  of  Ogden.  The  Illinois  Central  was  the  most 
important  road  in  this  territory,  and  Mr.  Fish,  its 
president,  testified  that  the  Union  Pacific  and  the 
Sunset  Route  competed  for  traffic  originating  any- 
where in  Illinois  Central  territory  as  actively  as  any 
two  roads  that  were  in  the  business.^  Rates  were 
the  same  either  way,  the  competition  being  in  ser- 
vice and  solicitation.* 

3.  Competition  as  to  traffic  between  the  Atlantic 
seaboard  and  Colorado  and  Utah  common  points. 
A  good  many  sheep  wintered  in  the  desert  west  of 
Salt  Lake,  and  in  the  spring  moved  to  the  siunmer 
ranges  in  Idaho  where  they  were  sheared.  The  rail- 
road near  which  the  shearing  took  place  secured  the 
outbound  wool,  and  for  this  reason  the  Union  Pacific, 
Southern  Pacific,  and  Rio  Grande  Western  offered 
every  attraction  possible  to  influence  the  movement 
of  the  flocks.  The  Union  Pacific,  for  instance,  at  one 
time  paid  a  head  tax  which  Wyoming  levied  on  all 
sheep  brought  into  that  State.*  The  Oregon  Short 
line  purchased  salt  on  behalf  of  the  sheep  owners, 
carried  it  to  Idaho,  and  only  collected  back  the  pur- 

I  pp.  110»-1110  Fbh.       •  p.  3180  Stobbs.       «  P.  2801  BidMoek. 
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chase  price  at  the  time  the  salt  was  delivered.^     In 
the  same  way  there  was  competition  in  respect  to  cattle 
and  horses  which  wintered  in  southern  Idaho  and 
northern   Nevada   and   moved   east   in   the   spring.* 
In  return  for  the  wool,  cattle,  hides,  etc.,  shipped  east, 
there   were   brought   in   shipments   of  miscellaneous 
merchandise,    dry   goods,   machinery,    and   the   like. 
When  the  Union  Pacific  handled  the  business  it  moved 
from  New  York  to  Norfolk  or  Newport  News,  thence 
by  rail  to  Omaha  and  over  the  Union  Pacific  lines  to 
destination.      When   the   Southern   Pacific   took   it, 
the  freight  went  by   Southern   Pacific   steamers   to 
New  Orleans  or  Galveston,  and  thence  over  railroads 
controlled  by  the  company  to  Fort  Worth,  Texas, 
where  it  was  given  to  connecting  lines  for  delivery 
at  destination.      The  rate  was  the  same  either  way, 
but  the  rivalry  between  soliciting  agencies  was  intense.' 
4.  Competition  as  to  traffic  between  Portland  and 
Utah  and  Colorado  common  points,  including  certain 
points  in  Nevada.      Portland  enjoys  a  fairly  direct 
route  over  the  Oregon  Railroad  and  Navigation  Com- 
pany's tracks  to  Huntington,  and  from  there  over  the 
Oregon  Short  Line  to  Granger,  a  few  miles  east  of 
Ogden.     The  Southern  Pacific  runs  south  from  Port- 
land to  Roseville,  near  Sacramento,  and  thence  east 
through   California,    Nevada,    and   Utah    to   Ogden. 
The  distance  over  the  one  route  is  945.3  miles  and  over 
the  other  1487.3.      The  Roseville  route  has  nearly 
twice  the  rise  and  fall  of  the  Huntington  road,  while 
the  curvature  also  is  greater.     A  calculation  by  Mr. 
Kruttschnitt  estimated  that  the  direct  line  haul  was 
equivalent  to  3498  miles  of  straight  level  track,  but 
that  the  haul  via  Roseville  was  equivalent  to  6164 
such  miles.*     The  evidence  nevertheless  showed  that 

>  p.  2491  Love.  «  P.  2661  McBride. 
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some  business,  especially  lumber,  had  moved  the  long 
way  around  before  1901.  Traffic  also  had  moved 
via  the  Oregon  Short  line  and  Central  Pacific  to  points 
as  far  west  of  Ogden  as  WeUs,  Nevada.  How  much 
all  this  amounted  to  was  not  clearly  shown  —  at  best 
it  was  probably  not  a  great  deal.  After  the  con- 
solidation of  the  Union  Pacific  and  Southern  Pacific 
in  1902  the  Shasta  Route  took  out  its  through  rates 
with  the  Oregon  Railroad  and  Navigation  Company, 
and  withdrew  from  the  competition. 

5.  Competition  as  to  traffic  between  San  Francisco 
and  Portland.  Some  of  the  business  between  these 
towns  used  the  same  Southern  Pacific  rails  through 
Oregon  and  California  that  were  traversed  by  busi- 
ness going  to  Utah  and  Nevada.  About  two-thirds 
of  it,  however,  came  by  water.*  Mr.  Stubbs,  traffic 
director  of  the  Harriman  lines,  testified  as  follows:  — 

The  steamship  service  between  San  Francisco  and  Portland  is 
better  than  the  rail  service,  with  this  single  exception  —  that  the 
rail  service  is  daily  while  the  steamship  service  is  probably  only 
once  in  five  days.  The  points  of  delivery  and  taking  at  San  IVan- 
dsco  and  at  Portland  favor  the  steamship  line.  In  the  early 
opening  of  the  Shasta  Route,  we  had  some  ambition  to  load  our 
trains  north-bound,  and  made  some  attempts  to  get  the  business, 
but  found  that  we  absolutely  could  not  take  the  business  as  against 
the  steamship  lines,  but  besides  this,  is  the  fact  that  there  were 
outside  competitors  with  the  Oregon  Railroad  and  Navigation; 
other  steamship  lines,  and  steam  schooners,  that  made  the  rates 
not  only  unremunerative,  but  they  were  unstable;  so,  after  several 
attempts  to  join  in  that  business,  we  quit.* 

The  evidence  showed  clearly  that  for  perhaps  one 
and  a  half  years  after  1894,  the  railroad  and  steam- 
ship lines  competed  actively  for  the  local  coast-wise 
business,  both  freight  and  passenger.  Rates  fell  to 
one  dollar  a  ton  by  water  and  $1.50  a  ton  by  rail  for 

1  p.  8068-89U  Stabbt.  •  P.  8085  Stubbs. 


Digitized  by 


Google 


THE  UNION  PACIFIC  MERGER  313 

the  A63  miles  between  San  Francisco  and  Portland.^ 
Passenger  fares  were  $2.60  and  $5.00  on  the  boat,* 
and  $5.00  and  $10.00  by  rail.  The  boat  rate  included 
meals  and  berth,  for  which  the  regular  charge  was 
$6.00,  so  that  it  was  actually  cheaper  to  pay  fare  than 
to  ride  on  a  pass.  After  the  war  was  over  a  differential 
was  put  in  of  6c.  a  100  pounds  LCL  and  3c«  a  100 
pounds  CL  between  the  steamers  and  the  rail  lines  *  — 
all  this  before  1901.  Competition  in  service  continued,^ 
and  large  sums  are  still  spent  in  advertising.* 

6.  Competition  for  traffic  between  San  Francisco 
and  points  in  Montana,  Idaho,  etc.  Wine,  dried 
fruit,  sugar,  beans,  and  other  California  products 
distributed  from  San  Francisco  could  pass  north  to 
Portland  and  Seattle  via  the  Shasta  Route  or  by  boat, 
and  could  go  from  there  east  over  the  Oregon  Railroad 
and  Navigation  and  Oregon  Short  line,  over  the  Great 
Northern,  or  over  the  Northern  Pacific.  Or  it  could 
go  east  from  San  Francisco  by  the  Central  Pacific 
to  Ogden,  and  thence  north  over  the  Oregon  Short 
line  into  Montana  and  Idaho.  The  business  was  not 
large,  but  it  was  competed  for  actively. 

7.  Competition  as  to  traffic  between  various  ports 
in  the  Orient  and  points  east  of  the  Missouri  River 
in  the  United  States.  The  Southern  Pacific  Company 
bought  a  majority  of  the  stock  of  the  Pacific  Mail 
in  the  fall  of  1902,*  and  used  the  ships  of  that  company 
for  traffic  from  San  Francisco  to  Yokohama,  Kobe, 
Nagasaki,  Shanghai,  Hong  Kong,  and  sometimes  Amoy.^ 
The  greater  part  of  the  business  moved  via  the  Union 
and  Central  Pacific;   some  of  it  went  west  over  the 

I  p.  2901  Connor.  *  P.  2632  O'Reflly. 

«  P.  2M6  Waid.  «  Pp.  2767-2758  Horiburt. 

•  P.  8960  Stobbt.  •  P.  1606  Sebwerin. 
>  P.  1667  Sebwerin. 


Digitized  by  VjOOQ IC 


314  QUARTERLY  JOURNAL  OF  ECONOMICS 

Sunset  Route  —  in  all,  the  rail  lines  west  of  the  Mis- 
souri earned  $63,382.86  on  Oriental  traffic  moving 
through  San  Francisco  in  October,  1906.*  On  the  other 
hand,  the  Oregon  Railroad  and  Navigation  Company 
owned  all  the  stock  of  the  Portland  and  Asiatic  Com- 
pany, running  between  Portland  and  substantially 
the  same  ports  of  call  that  the  Pacific  Mail  reached 
in  China  and  Japan.  This  company  was  the  successor 
of  three  lines  which  in  turn  had  failed  to  make  the 
business  through  Portland  pay,*  and  seems  to  have 
been  established  to  assist  the  Oregon  Railroad  and 
Navigation  in  competition  for  the  export  business  in 
grain  and  flour.*  Ninety  per  cent  of  the  traffic  was 
westbound.*  Of  course  the  steamship  company 
was  eager  for  traffic,  and  competed  in  connection  with 
the  Oregon  Railroad  and  Navigation,  Oregon  Short 
Line,  and  Union  Pacific  with  the  route  formed  by  the 
Central  Pacific  and  the  Union  Pacific,  at  least  prior 
to  1901. 

The  voluminous  evidence  thus  summarized  showed 
that  active  competition  had  existed  of  almost  every 
conceivable  kind.  There  had  been  competition  of 
parallel  routes  between  the  same  termini,  of  parallel 
or  roundabout  routes  between  different  termini,  of 
roundabout  routes  entirely  controlled  by  the  competing 
lines,  of  routes  in  which  the  Union  and  Southern 
Pacific  were  links  only  in  chains  of  connecting  and 
independent  roads,  and  finally  there  had  been  com- 
petition in  cases  where  one  competitor  had  to  rely  upon 
the  other  for  a  greater  or  less  proportion  of  the  haul. 

There  were  certain  considerations,  nevertheless, 
which  weakened  the  Government's  case.  Altho  the 
carriers  had  competed,  yet  counsel  were  able  to  show 

*  p.  1872  Stobbs.  Exhibit  119.  >  P.  4850  Campbell. 

*  P.  4861  Ibid.  «  Pp.  4861-4852  Ibid. 
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only  in  sporadic  instances  that  rates  had  been  cut. 
The  most  important  through  business  which  the  Union 
Pacific  had  possessed  had  been  the  transcontinental 
traffic  to  and  from  the  Pacific  Coast,  and  the  connec- 
tion with  which  it  had  interchanged  most  business 
was  the  Southern  Pacific.  Now  the  Rio  Grande 
Western  reached  as  far  west  as  Ogden,  and  it  was  at 
all  times  possible  for  the  Southern  Pacific  to  divert 
traffic  this  way.  In  consequence  the  Union  Pacific 
had  not  dared  to  push  competition  very  far.  The 
Oregon  Short  Line  and  the  Oregon  Railroad  and 
Navigation  Company  had  remained  practically  unused 
for  transcontinental  business.  Mr.  Munroe,  Freight 
Traffic  Manager  of  the  Union  Pacific,  connected  with 
the  traffic  department  of  that  company  since  1882, 
testified  that  the  use  of  it  would  have  been  suicidal. 
Mr.  Stubbs  declared  that  in  all  his  experience  he  had 
never  known  any  business  to  be  worked  into  or  from 
California  via  the  Portland  gateway.*  Even  had  the 
route  been  resorted  to,  movement  by  it  would  have 
been  roundabout  and  difficult,  and  freight  would  have 
been  necessarily  distributed  by  the  Southern  Pacific 
from  San  Francisco.  Restricted,  therefore,  to  inter- 
change with  the  Central  Pacific  at  Ogden,  the  Union 
Pacific  was  unable  to  quote  any  through  rates  except 
with  the  consent  of  the  very  company  which  it  was 
its  interest  to  fight.  Putting  to  one  side  the  trans- 
continental business,  the  competitive  traffic  remaining 
was  not  large.  Counsel  for  the  carriers  characterized 
it  as  incidental  and  insignificant,  while  the  Govern- 
ment did  not  allege  that  the  earnings  on  it  exceeded 
three  or  four  million  dollars. 

A  somewhat  different  situation  appears  when  we 
pass  from  the  relations  between  the  Southern  Pacific 

>  p.  3906  Stubbfl. 
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and  the  Union  Pacific  to  the  evidence  touching  the 
other  raihroads  named  in  the  complaint.  It  was 
undisputed  that  the  Santa  Fe,  Great  Northern,  and 
Northern  Pacific  had  competed  directly  with  the 
Central,  Union,  and  Southern  Pacific.  But  this  was 
not  the  whole  story.  In  the  Salt  Lake  case  there  had 
been  rivalry  in  construction  rather  than  in  operation. 
Mr.  Clark  had  desired  to  build  a  railroad;  the  Union 
Pacific  had  threatened  to  parallel  it.  There  was  no 
rate-cutting,  for  there  were  no  rates;  but  the  pressure 
of  imminent  financial  loss  had  been  as  strong  as  tho 
a  rate  war  had  been  well  begun.  MuUMs  mutandiSy 
the  same  was  true  of  a  part  of  the  dealings  between 
Mr.  Harriman  and  the  Santa  Fe.  The  exchange 
of  a  right  to  buy  a  half  interest  in  the  Northwestern 
Pacific  for  the  privilege  of  bu3dng  a  road  in  New  Mexico 
had  put  an  end  to  projects  of  building  which  would 
have  involved  considerable  extension  and  great  loss 
in  profits.  The  position  of  the  two  parties  to  the  suit 
in  respect  to  these  operations  was  confused.  The 
Government  was  disposed  to  term  them  attempts  at 
monopoly  and  to  distinguish  them  on  this  ground 
from  competition  in  rates  or  service.  Counsel  for  the 
carriers  referred  to  them  as  independent  bargains 
which  benefited  the  parties  that  made  them  and  did 
not  injure  the  public.  It  is  difficult  nevertheless  to 
see  why  the  negotiations  in  both  the  Santa  Fe  and  the 
San  Pedro  cases  were  not  forms  of  competition,  bearing 
the  same  relation  to  rate  conflicts  that  the  strategy 
of  a  military  compaign  bears  to  the  tactics  of  a  battle. 
Nor  is  this  disproved  by  the  fact  that  the  logical 
result  of  the  conflict  was  consolidation;  for  this  is 
true  of  any  sort  of  competition  whatsoever. 

The  second  step  in  the  Government's  proof  was  the 
establishment  of  the  fact  that  the  consolidations  which 
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it  charged  had  lessened  competitioii.  Mr.  Wicker- 
sham  had  no  difficulty  in  proving  that  the  Union 
Pacific  and  Southern  Pacific  had  consolidated  the 
greater  part  of  their  soliciting  agencies.  The  same 
officials  were  shown  to  be  in  general  charge  of  traffic 
and  operation  on  both  roads.  Business  which  formerly 
had  been  sought  by  the  Simset  Route  and  the  Harri- 
man  lines  in  competition  was  now  routed  so  as  to 
produce  the  most  revenue  for  the  system  as  a  whole. 
So  far  as  the  San  Pedro,  Los  Angeles,  and  Salt  Lake 
Railroad  was  concerned,  a  traffic  agreement  had  been 
entered  into  in  1902  which  was  a  curiosity  in  railroad 
literature.  The  company  had  i^reed  to  take  no  cor- 
porate action  without  the  approval  of  Mr.  Harriman. 
It  was  not  to  extend  its  lines  north  of  the  parallel  of 
Salt  Lake  City;  traffic  was  to  be  interchained  on  a 
preferential  basis  with  the  Oregon  Short  Line  and 
Union  Pacific;  the  Salt  Lake  Company  was  to  adopt 
Southern  Pacific  rates  for  its  local  traffic,  and  was  to 
allow  the  Union  Pacific  and  the  Short  line  to  make 
through  rates  in  both  directions  to  and  from  points 
on  its  road.^  In  short,  the  Salt  Lake  road  bound 
itself  hand  and  foot.  As  for  the  Northern  Pacific, 
the  Northern  Securities  Company  had  been  dissolved 
in  1905  and  the  old  status  of  competition  restored;  but 
the  Santa  Fe  was  operating  its  lines  in  Northern 
California  alternately  with  the  Southern  Pacific,  and 
competitive  construction  in  the  Southwest  had  ceased. 
Besides  this,  an  agreement  had  been  entered  into  be- 
tween the  Southern  Pacific  and  the  Santa  Fe  dividing 
the  citrus  fruit  traffic  from  Southern  California,  and 
another  according  to  which  cargoes  from  the  Orient 
entering  the  port  of  San  Francisco  on  steamships  of 
the  Pacific  Mail  were  apportioned  roughly  in  the  pro- 

1  PlMdinci,  Exhibit  A,pi».  24t-37. 
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portion  that  the  two  raiboads  furnished  outbound 
freight.  Possibly  because  of  this  last-named  arrai^e- 
ment,  the  Santa  Fe  had  ceased  to  operate  its  line  of 
steamships  from  San  Diego. 

The  reply  of  the  carriers  on  these  points  was  technical. 
They  urged,  in  the  first  place,  quoting  from  Whitwell  t;. 
Continental  Tobacco  Company,^  that  "  an  attempt 
to  monopolize  a  part  of  interstate  commerce  which 
promotes  or  but  indirectly  restricts  competition 
therein,  while  its  main  purpose  and  chief  effect  are 
to  increase  the  trade  and  foster  the  business  of  those 
who  make  it,  was  not  intended  to  be  made,  and  was 
not  made,  illegal  by  the  second  section."  .  .  .  The 
validity  of  this  defense  depended,  of  course,  upon  the 
acceptance  of  the  assertion  that  only  incidental  restric- 
tion of  competition  had  occurred,*  and  on  proof  that 
the  merger  of  the  Pacific  railroads  had,  in  fact,  increased 
trade.  Counsel  put  Mr.  Kruttschnitt,  chief  operating 
ofiEicial  of  the  Harriman  lines,  on  the  stand,  and  drew 
from  him  a  detailed  and  impressive  list  of  the  better- 
ments and  additions  made  since  1901,  including  the 
general  statement  that  the  Union  and  Southern  Pacific 
together  had  spent  $374,124,697.40  for  these  purposes 
in  the  eight  years  ending  June  30,  1909.  It  was  not  a 
necessary  conclusion  that  these  expenditures  had 
improved  service  or  lowered  rates;  but  the  railroad 
officials  testified  positively  that  they  had  had  such  an 
effect,  and  the  contrary  was  not  satisfactorily  estab- 
lished. 

In  the  second  place,  the  railroads  maintained  that, 
as  a  matter  of  law,  ownership  by  one  railroad  of  an- 
other's stock  did  not  constitute  control  unless  a  clear 
majority  were  held.  Control,  said  counsel,  is  a  matter 
of  power.     A  minority  may  direct  the  operation  of  a 

»  125  Fed.  R«p.  4fi8.  *  Pp.  176  ff.  Brief. 
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railroad  because  the  majority  has  confidence  in  it; 
but  this  is  lawful.  The  Southern  Pacific  stockholders 
had  confidence  in  Mr.  Harriman  and  his  associates, 
but  they  could  have  superseded  them  at  any  time. 
The  argument  deserved  and  was  given  little  weight. 
Unless  courts  are  to  shut  their  eyes  to  the  facts  in  their 
interpretation  of  the  law,  they  must  recognize  that 
under  any  ordinary  circumstances  less  than  a  majority 
of  the  stock  of  a  company  will  enable  the  holder  to 
determine  its  policy.  The  indifference  of  a  certain 
proportion  of  stockholders,  the  fact  that  the  officers 
of  the  company  alone  have  access  to  the  stock  list, 
the  regularity  with  which  a  substantial  number  of 
proxies  may  be  had  for  the  asking,  all  work  to  the  same 
result.  This  was,  in  fact,  admitted  by  the  defendants' 
own  witnesses. 

This  left  as  a  final  step  in  the  argument  the  charge 
that  the  Union  Pacific  had  employed  an  illegal  method 
in  suppressing  competition.  The  situation  was  not 
free  from  difficulty.  The  carriers  maintained  that  the 
essential  transaction  complained  of  had  been  a  pur- 
chase of  stock.  This,  they  contended,  was  a  matter 
subject  only  to  State  legislation.  The  acquisition 
or  disposition  of  property  is  not  commercial  inter- 
course. "  If  any  citizen  should  step  into  a  broker's 
office  on  Broadway,  New  York,  buy  some  stock  in  the 
Pennsylvania  Railroad,  pay  for  it,  put  the  certificates 
in  his  pocket,  and  walk  out,  would  he,  or  the  broker, 
or  the  broker's  principal,  be  engaged  in  conmiercial 
intercourse  between  nations  and  parts  of  nations?  .  .  . 
Would  a  State  corporation  buying  those  certificates 
be  in  any  different  situation  from  an  individual  pur- 
chaser, if  the  State  of  its  domicile  had  endowed  it 
with  corporate  power  to  buy  stock  ?  "  *      But  even 

>  Brief.  Diinm.  pp.  211^220. 
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tho  purchases  of  stock  were  subject  to  Federal  law 
they  would  violate  no  provisions  of  the  Sherman  Act. 
A  purchase  or  sale  is  not  a  contract  in  restraint  of 
trade,  —  for  a  contract  is  executory,  implying  some- 
thing yet  to  be  done;  while  a  sale  is  executed,  com- 
pleted when  made  and  because  it  is  made.  Nor  is  a 
contract  in  restraint  of  trade  necessarily  unlawful. 
It  must  be  undue,  that  is,  not  entered  into  with  the 
Intimate  purpose  of  reasonably  forwarding  personal 
interest  and  developing  trade.  The  same  may  be 
said  of  an  attempt  to  monopolize.  Every  act  of  com- 
petition tends  to  drive  competitors  out  of  business, 
but  competition  is  legal,  in  the  absence  of  fraud  or 
duress.  It  follows  that  an  individual  may  buy  out  a 
competitor,  and  then  another  competitor,  and  so  on, 
and  a  corporation  may  do  the  same  thing.  ''  It  is 
evident,"  said  Mr.  Dimne's  brief,  —  ^^  fraudulent^  in- 
timidatingf  coercivey  and  other  like  wrongfuU  and  unlawful 
methods  apart  —  that  here  we  touch  a  fundamental 
principle  of  the  freedom  to  buy  and  sell,  of  the  legal 
right  of  the  individual  in  respect  to  his  own  property."  * 

The  case,  as  thus  made  up,  was  docketed  on  the 
Supreme  Court  calendar  on  October  9,  1911,  and  on 
the  same  day  a  transcript  of  the  record  was  filed. 
On  the  following  day,  a  motion  to  advance  was  sub- 
mitted to  the  court;  tiie  motion  was  granted  on  October 
23,  and  the  case  was  assigned  for  hearing.  Arguments 
were  heard  on  April  19,  22,  and  23,  and  the  decision 
was  handed  down  on  December  2,  a  year  and  three 
weeks  after  proceedings  had  been  begun  before  the 
final  court  of  appeal.* 

The  opinion  of  the  Supreme  Court  was  remarkable 
for  its  brevity,  for  the  sweeping  terms  in  which  the 

1  Brief,  p.  285. 
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law  was  laid  down,  and  none  the  less  for  the  exceptions 
in  practice  which  it  countenanced.  As  was  to  be 
expected,  the  main  emphasis  was  laid  upon  the  facts. 
Was  there  or  was  there  not  such  competition  between 
the  parts  of  the  Southern  Pacific  System  that  com- 
bination between  them  would  tend  to  monopoly  and 
thus  be  in  violation  of  the  law?  ''  To  compete/'  said 
the  Court,  ^^  is  to  strive  for  something  which  another 
is  actively  seeking  and  wishes  to  gain."  Did  the 
Southern  Pacific  before  1901  strive  for  anything  which 
the  Union  Pacific  was  actively  seeking?  To  state 
the  case  in  these  terms  was  to  compel  the  answer. 

The  Southern  Pacific,  through  its  agents,  advertisementB  and 
literature  had  undertaken  to  obtain  transportation  for  its  ''  Sun- 
set "  or  southern  route  across  the  continent  while  the  Union  Pacific 
had  endeavored  in  the  same  territory  to  have  freight  shipped  by 
way  of  its  own  and  connecting  lines,  thus  securing  for  itsdf  about 
1,000  miles  of  the  haul  to  the  coast.  .  .  . 

Competition  between  two  such  sfystems  conosts  not  only  in  making 
rates,  which,  so  far  as  the  shipper  was  concerned,  the  proof  shows 
were  by  agreement  fixed  at  the  same  figure  whichever  route  was 
used  .  .  .  but  includes  the  character  of  the  service  rendered, 
the  accommodation  of  the  shipper  in  handling  and  caring  for  freight, 
and  the  prompt  recognition  and  adjustment  of  the  shipper's  claims. 
Advantages  in  these  respects  were  the  subjects  of  representation 
and  the  basis  of  solicitation  by  many  active,  opposing  agencies. 
The  maintenance  of  these  by  the  rival  companies  promoted  their 
business  and  increased  their  revenues.  The  inducements  to 
maint>ain  these  points  of  advantage  —  low  rates,  superiority  of 
service  and  accommodation — did  not  remain  the  same  in  the  hands 
of  a  single  dominating  and  conunon  ownership  as  it  was  when  they 
were  the  subject  of  active  promotion  by  competing  owners  whose 
success  depended  upon  their  accomplishment. 

The  Court  replied  to  the  suggestion  that  the  traffic 
competed  for  was  infijiitesimal  with  the  remark  that 
tho  relatively  small  it  amounted  in  the  aggregate  to 
many  millions  of  dollars.  To  the  argument  that  tho 
physically  able  the  Union  Pacific  had  never  dared  to 
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compete  with  the  Southern  Pacific  because  of  its 
dependency  upon  the  latter  for  direct  connection  with 
the  Pacific  Coast,  it  answered,  first,  that  it  would  have 
been  detrimental  to  the  Southern  Pacific  to  have 
declined  an  arrangement  for  the  carriage  of  freight 
received  from  the  Union  Pacific,  and  second,  that  the 
terms  of  the  Pacific  Railroad  Acts  of  1862  and  1864 
forbade  any  discrimination  in  favor  of  the  Denver  and 
Rio  Grande  at  Ogden. 

Granted  that  substantial  competition  had  existed 
before  1901  the  conclusion  that  this  competition  had 
been  restrained  by  the  purchase  on  the  part  of  the 
Union  Pacific  System  of  stock  of  the  Southern  Pacific 
Company,  and  that  this  restraint  had  been  in  violation 
of  law  followed  imf ailingly. 

The  consolidation  of  two  great  competing  systems  of  railroads 
engaged  in  interstate  commerce  by  a  transfer  to  one  of  a  dominating 
stock  interest  in  the  other  created  a  combination  which  restrains 
interstate  conmierce  within  the  meaning  of  the  statute  because, 
in  destroying  or  greatly  abridging  the  free  operation  of  competition 
theretofore  existing,  it  tends  to  higher  rates.  It  directly  tends 
to  less  activity  in  furnishing  the  public  with  prompt  adjustment 
of  the  demands  of  patrons  for  losses.  .  .  . 

The  contention  that  a  consolidation  by  stock  pur- 
chase was  not  subject  to  Federal  regulation  the  court 
brushed  aside. 

Nor  do  we  think  it  can  make  any  difference  that  instead  of  resorting 
to  a  holding  company,  as  was  done  in  the  Northern  Securities 
case,  the  controlling  interest  in  the  stock  of  one  corporation  is 
transferred  to  the  other.  The  domination  and  control,  and  the 
power  to  suppress  competition,  are  acquired  in  the  one  case  no 
less  than  in  the  other,  and  the  resulting  mischief,  at  which  the 
statute  was  aimed,  is  equally  effective  whichever  form  is  adopted. 

On  the  other  hand  the  Court  dismissed  the  com- 
plaint against  the  Atchison,  Topeka,  and  Santa  Fe 
arising  out  of  transactions  in  Arizona  discussed  in 
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connection  with  the  Government's  case.  It  also 
refused  to  take  action  in  the  matter  of  the  San  Pedro, 
Los  Angeles,  and  Salt  Lake.  The  Circuit  Court  had 
not  believed  that  the  Salt  Lake  road  was  naturally 
competitive  with  the  Union  or  Southern  Pacific,  and 
had  been  able  to  find  in  the  agreement  with  the  Union 
Pacific  only  a  laudable  purpose  to  adjust  differences 
and  to  construct  a  line  of  railroad  between  two  points 
which  would  serve  their  joint  interests  as  well  as  those 
of  the  public.  The  Santa  Fe  matter  had  been  thrown 
out  on  technical  grounds.  In  neither  case  did  the 
Supreme  Court  see  fit  to  disturb  the  conclusion  of  the 
court  below. 

The  only  point  of  general  interest  in  this  decision 
is  the  court's  attitude  toward  the  facts.  The  ques- 
tions of  law  raised  had  been  sufficiently  covered  in  the 
Standard  Oil  and  Tobacco  decisions,  and  received 
merely  brief,  tho  emphatic  reassertion.  It  should 
be  well  understood  now  even  by  the  legal  profession 
that  the  ordinary  property  rights  of  the  individual 
are  limited  by  the  Sherman  Act,  and  cannot  be  pleaded 
as  a  defence  against  it.  As  the  law  stands,  the  only 
way  of  bringing  about  a  material  unification  of  interest 
between  two  railroads  which  are  competing  in  inter- 
state business  appears  to  be  the  purchase  by  a  natural 
person  of  control  of  each,  and  the  importance  of  this 
is  limited  by  the  fact  that  individuals  have  but  re- 
stricted means,  and  die  in  the  end  in  spite  of  the  best 
of  care. 

Several  interesting  observations,  however,  are  sug- 
gested by  the  facts.  This  case  is  the  first  in  which  a 
thoro-going  attempt  has  been  made  to  trace  the 
competitive  relations  between  two  great  adjoining 
railroad  systems.  The  result  is  likely  to  surprise  the 
general  public  as  it  becomes  known.      Very  little  of 
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the  competition  between  the  Union  and  the  Southern 
Pacific  systems,  it  appears,  was  the  direct  struggle 
between  parallel  roads  so  familiar  in  early  railroad 
history.    The  record  abundantly  shows  that  the  South- 
em  Pacific  dominated  its  connection  at  Ogden  by  its 
ability  to  divert  eastbound  traffic  at  that  point  to  the 
Denver  and  Bio  Grande.      The  Court's  statement 
that  the  Pacific  Railroad  Acts  obliged  the  Central 
Pacific  to  afford  equal  advantages  and  facilities  as  to 
'^  rates,  time  and  transportation''  to  all  connections 
at  Ogden  may  be  accepted  as  an  authoritative  tho 
unexpected  interpretation  of  the  law;   but  it  is  too 
much  to  believe  that  the  mere  systematic  diversion 
of  unrouted  traffic  would  not  have  involved  a  loss  to 
the  Union  Pacific  that  no  traffic  manager  would  have 
suffered  except  under  extraordinary  circiunstances.    On 
the  other  hand,  the  more  remote  differences  in  interest 
appeared  in  practically  every  comer  of  the  United 
States.     It  was  shown  that  business  from  any  point 
east  of  Omaha  and  New  Orleans  could  make  use  of 
either  the  Union  Pacific  or  the  Southern  Pacific,  as 
the  shipper  desired,  for  stations  in  almost  every  State 
west  of  those  cities.     Nor  was  this  the  most  striking 
fact  brought  out.     Traffic  from  New  York  to  Colorado 
moved  via  Southern  Pacific  steamers  to  New  Orleans 
or  Galveston,  thence  over  railroads  controlled  by  the 
Southem  Pacific  to  Fort  Worth,  and  from  Fort  Worth 
to  destination  it  went  over  lines  in  which  the  Hunting- 
ton carriers  had  no  interest.      Galveston  is  located 
very  nearly  on  the  meridian  of  Kansas  City,  and  only 
that  portion  of  the  haul  from  New  York  by  the  south- 
em  route  which  lay  west  of  Galveston,  lay  in  any 
way  parallel  to  it.    Nevertheless,  every  single  fraction 
of  the  southem  route  competed,  in  the  sense  in  which 
the  Supreme  Court  used  the  term,  with  every  part 
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of  every  other  conceiyable  route  which  connected  the 
two  terminal  pomts.  For  example,  the  New  York, 
Ontario,  and  Western  operated  between  New  York  and 
Buffalo.  It  delivered  business  to  the  Wabash,  which 
in  turn  gave  it  to  the  Union  Pacific,  or  Rock  Island, 
or  Burlington,  at  Kansas  City.  It  follows  that  the 
New  York,  Ontario,  and  Western  was  a  competitor 
of  the  lines  between  Fort  Worth  and  Denver,  altho 
distant  from  them  1250  miles  as  the  crow  flies  and 
connected  by  no  Imes  over  which  it  had  control.  In 
the  same  way,  the  Atchison,  Topeka,  and  Santa  Fe, 
running  north  from  Fort  Worth,  competed  with  the 
Old  Dominion  Steamship  Ck>mpany,  plying  between 
New  York  and  Norfolk,  and  the  Chicago  and  North- 
western between  Chicago  and  Omaha  competed  with 
the  Louisville  and  Nashville  between  River  Junction 
and  New  Orleans.  Where  one  railroad  formed  part 
of  two  routes,  it  could  even  be  a  competitor  of  itself, 
as  the  Pennsylvania  from  Pittsburg  to  Chicago  and 
from  Pittsburg  to  St.  Louis. 

In  view  of  this  very  broad  conception  of  the  nature 
of  competition  in  rates  and  service,  it  is  curious  that 
the  Supreme  Court  failed  to  recognize  the  existence 
of  the  "  financial "  or  "  diplomatic "  competition 
which  has  been  continuously  in  existence  between  the 
western  groups  of  roads,  a  competition  no  whit  less 
important  than  that  upon  which  the  Court  laid  stress. 
This  took  such  forms  as  the  threat  of  new  construction, 
the  readiness  to  divert  traffic  in  one  section  to  secure 
favors  in  another,  or  the  purchase  of  huge  blocks  of 
a  competitor's  seciuities  as  a  demonstration  of  financial 
strength.  It  is  not  to  be  supposed,  of  course,  that 
this  sort  of  struggle  is  limited  to  western  lines.  Great 
railroads  are  like  great  nations,  in  that  open  warfare 
is  the  crudest  weapon  which  they  employ.     The  larger 
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the  company  the  more  important  the  influence  which 
it  can  exert  in  indirect  ways.  It  takes  a  good  deal 
of  credulity  to  believe  anything  other  than  that  the 
Clark  interests  undertook  the  construction  of  an  inde- 
pendent railroad  between  Los  Angeles  and  Salt  Lake, 
which  the  Harriman  people  contrived  to  dominate  in 
order  to  forestall  competition  which  might  have 
ensued.  The  story  of  the  relations  between  the  Santa 
Fe  and  the  Southern  Pacific  likewise  is  full  of  illustra- 
tions of  the  larger  kind  of  competition.  Similar  facts 
appear  in  the  recent  New  Haven-Grand  Trunk  nego- 
tiations, or  in  the  agreements  between  the  Hill  and 
Harriman  lines  in  the  Northwest.  Indeed,  the  most 
serious  objection  to  big  business  merely  because  it 
is  big  is  to  be  found  in  the  growth  of  the  financial 
power  of  the  single  units.  Sooner  or  later  the  courts 
will  have  to  recognize  the  problem. 

Another  point  of  interest  is  suggested  by  the  fact 
that  this  merger  case  is  the  first  in  which  dissolution 
will  provide  evidence  of  the  effect  upon  operating 
efficiency  of  the  division  of  a  great  business  into  two 
or  more  parts.  The  information  was  not  available 
in  the  case  of  the  Standard  Oil  and  American  Tobacco 
companies  because  they  were  not  public  service  corpora- 
tions. It  was  not  useful  in  the  Northern  Securities 
case  because  the  units  in  that  merger  were  not  closely 
enough  combined.  But  for  the  Harriman  lines  we 
shall  have  detailed  sets  of  records,  prepared  on  a 
uniform  basis  and  open  to  all  under  the  Interstate 
Commerce  Law,  and  relating  to  a  company  which  has 
made  a  more  systematic  attempt  to  secure  the  full 
economies  of  large  scale  production  than  any  other  in 
the  United  States.  Thus  at  the  present  time  purchases 
for  the  whole  system  are  made  by  the  Director  of 
Purchases,  Mr.  Thome.      Standards  in  construction 
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and  operation  have  been  established  after  considera- 
tion and  discussion  by  the  officers  from  general  superin- 
tendent up.  The  best  brains  in  the  accounting 
department  have  worked  in  harmony  for  improvements 
in  method.  By  means  of  a  car  pool  the  Harriman 
equipment  is  utilized  wherever  the  local  demand  is 
greatest.  A  carefully  planned  course  of  instruction 
offers  to  promising  employees  the  best  general  railroad 
training  in  the  country,  while  every  effort  is  made  by 
correspondence  instruction  to  encourage  thought  and 
develop  interest  among  subordinates.  If  the  greater 
decentralization  resulting  from  spUtting  the  sjrstem 
in  two  compensates  for  the  loss  in  efficiency  in  other 
ways,  an  important  precedent  will  have  been  created. 
Some  at  least  among  the  members  of  the  organization 
itself  expect  this  to  be  the  result.  A  contrary  opinion 
is  indicated  by  a  decline  in  the  price  of  Union  Pacific 
conmion  stock,  after  the  decision,  of  19  points  in  10 
days.  It  is,  of  coiurse,  to  be  remembered  that  many 
of  the  achievements  of  the  old  administration  will  be 
enjoyed  as  a  legacy  by  the  new;  so  that  conclusions 
cannot  safely  be  drawn  until  after  the  lapse  of  several 
years. 

In  conclusion,  a  word  may  be  said  about  the  nature 
of  the  decree.  The  Supreme  Court  had  no  decree  of 
the  lower  court  before  it,  since  the  Government  suit 
had  been  dismissed  by  that  tribunal.  It  confined 
itself,  therefore,  to  general  instructions  to  the  Court 
below.    These  were  in  brief  :  — 

The  decree  to  be  entered  in  the  District  Court  shall  provide  an 
injunction  against  the  right  to  vote  the  stock  while  in  the  ownership 
or  control  of  the  Union  Pacific  Company,  or  any  corporation 
owned  by  it  or  while  held  by  any  corporation  or  p>erson  for  the 
Union  Pacific  Company,  and  forbid  any  transfer  or  deposit  thereof 
in  such  wise  as  to  continue  its  control,  and  shall  provide  an  injunc- 
tion against  the  payment  of  dividends  upon  such  stock  while  thus 
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hdd,  except  to  a  receiver  to  be  appointed  by  the  District  Court 
to  collect  and  hold  such  dividends  until  disposed  of  by  the  decree 
of  the  Court. 

Plans  were  to  be  presented  to  the  District  Court 
within  three  months,  failing  which  the  said  Court 
should  proceed  by  receivership  and  sale  if  necessary. 
Nothing  in  the  Supreme  Court's  instructions  was  to 
be  construed  as  preventing  the  Union  Pacific  from 
retaining  the  Central  Pacific  connection  from  Ogden 
to  San  Francisco,  if  desired.  A  later  ruling  has  held 
that  a  distribution  or  sale  of  Southern  Pacific  shares 
now  held  by  the  Oregon  Short  line  to  the  stockholders 
of  the  Union  Pacific  will  not  satisfy  the  Law.  Arrange- 
ments for  the  purchase  of  the  Central  Pacific  stock 
by  the  Union  Pacific  or  one  of  its  subsidiaries  can 
readily  be  made,  provided  that  the  Central  Pacific 
stock  collateral  bonds,  secured  by  the  stock  of  the 
same  company,  are  paid  off.  With  the  Central  Pacific 
would  go  the  lines  of  ferries  connecting  Oakland  with 
San  Francisco.  The  Southern  Pacific  stock  itself  is 
pledged  under  the  Oregon  Short  Line  refunding  4's  to 
the  extent  of  $108,000,000;  but  under  the  terms  of 
the  mortgage,  the  company  is  entitled  to  withdraw 
any  particular  collateral  on  deposit  at  the  rate  at 
which  bonds  were  originally  issued  against  the  same, 
provided  that  securities  of  railroads  or  car  companies 
be  substituted.  The  Union  Pacific  owned  $244,073,200 
of  unpledged  stock  and  bonds  of  companies  within  the 
system  at  the  date  of  its  last  annual  report,  so  the 
requirements  of  the  indentiure  can  be  easily  complied 
with. 

Stuart  Daggett. 

UNiVBBsriT  OF  California. 
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FRANKFORT-ON-THE-MAIN: 
A  STUDY  IN  PRUSSIAN  COMMUNAL  FIANNCE 

SUMMARY 

Scope  of  municipal  activity  in  Pruasia,  829.  —  Umitationa  imposed  by 
the  Kommunalabgabengeeeti,  330. — The  municipal  industries  of  Frank- 
fort, 332.  —  Difficulty  of  estimating  profits,  335. — Water  works,  335.  — 
StreetKsar  system,  337.  —  Electric  li^^t  and  power  plant,  341. — Harfoora, 
343.  — The  Verbindungs-  und  Hafenbahn,  348.  — The  canalisation 
system,  349. — Removal  of  garbage,  350.  —  Stockyards  and  slaughter 
houses,  351.  —  Public  markets  and  baths,  351.  —  Pawnshop,  352. — 
Savings  bank,  353.  —  Department  of  Supplies,  355.  —  BuiiaJs  by  the 
dty  (Friedhofs-Amt),  355.  —  The  Special  Fund  for  City  Landed  Prop- 
erty, 357.  —  The  BhHl>baudarleheDskasse,  361. — The  Strassenneubau- 
kasse,  361.  —  General  Administration  of  Landed  Properties,  363.  — 
Funded  and  unfunded  debt,  364.  —  Productive  and  unproductive 
debts,  365.  —  Percentage  distribution  of  the  funded  debt,  366.  — 
Growth  of  indebtedness,  368.  —  Special  building  funds,  368.  —  Other 
funds,  369.  —  Statistics  of  receipts  and  expenditures,  371.  —  Per 
capita  taxation,  372. 

PART  II 

After  the  taxes  and  fees  the  next  source  of  income 
to  be  considered  is  that  turned  over  to  the  city  by  the 
communal  undertakings.^  The  German  cities  in  general 
have  gone  very  far  in  the  way  of  municipalizing  such 
public  service  corporations  as  water  and  gas  works, 
electric  light  and  power  plants,  slaughter  houses, 
to  a  lesser  extent,  street-car  lines,  and  other  municipal 
industries  of  diverse  description.  In  Prussia,  the 
communities  as  self-governing  bodies  have  been  given 
a  large  liberty  in  the  ext^ision  of  their  operations  to 
all  sorts  of  industrial  and  social  activities.  According 
to  a  statement  of  the  Oberverwaltungsgericht,  the 

I  The  net  baUneee  timnafened  to  the  trawury  emountecl  to  2,060,700  m.  (1004-05), 
iWng  to  4.028,000 m.  (100»-1Q)  mnd  fellinc  to  3.627.000  m.  (1010-11). 
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community  is  permitted  to  bring  within  the  field  of 
its  activity  all  that  furthers  the  welfare  of  the  whole 
body  of  its  citizens  or  the  material  interests  and  spiritual 
development  of  individuals.  It  can  establish,  take 
over  the  management  of,  or  lend  assistance  to  institu- 
tions performing  such  public  services.^  To  be  sure, 
the  state  can  control  community  activities  in  so  far 
as  such  activities  necessitate  the  contraction  of  debts 
(and  they  usually  do),  for  all  contemplated  loans 
must  be  approved  by  designated  state  officials.  But 
that  the  state  'has  not  used  its  power  to  the  repression 
of  conmiunal  activity  is  best  evidenced  by  the  existing 
high  degree  of  development  in  the  German  cities. 
Indeed,  one  can  say  that  they  have  been  permitted 
an  extraordinary  freedom  in  the  carrying  out  of  their 
plans,  so  that  many  German  municipalities  today 
present  advanced  types  of  so-called  commimal  socialism 
and  have  become  subjects  of  international  attention. 
In  the  front  rank  of  such  cities  is  to  be  found  Frank- 
fort-on-the-Main  sometimes  dubbed  the  "  Queen  of 
Municipal  Socialism."  For  purposes  of  the  present 
study,  these  numerous  imdertakings  are  discussed 
primarily  from  the  point  of  view  of  their  relation  to 
and  effect  upon  the  municipal  finances.  It  goes 
without  saying  that  the  financial  result  is  only  one 
of  many  factors  to  be  considered  in  determining  the 
value  of  a  particular  institution.  Notwithstanding 
which,  it  is  a  factor  which  plays  a  great  and  frequently 
the  determining  r61e,  where  the  question  arises  as  to 
the  expediency  of  a  further  extension  of  social  activity 
by  the  commimities. 

A  further  limitation  foimd  in  the  K.  A.  G.  anent 
the  industrial  (gewerbliche)  undertakings  of  the  com- 

1  Der  Gemeiiide-SoiiBliamos  und  aeine  geaeUlioben  Sohranken  im  prouoiiaehen 
B^ommuiiAlracht.  8.  Genimer,  Senatspitaident  des  Oberverwaltunssgerioht  (Arohiv 
fOr  ofFeoiliohM  Recht.  TQbingen.  1900). 
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munitieSy  provides  that  they  shall  be  so  managed  that 
the  income  at  least  covers  the  total  additional  expendi- 
tures of  which  they  are  the  cause,  including  interest 
and  amortisation  payments  on  the  capital  invested.^ 
Exceptions  to  this  rule  are,  however,  permissible,  to 
the  extent  that  a  particular  undertaking  at  the  same 
time  subserves  a  public  interest  which  would  otherwise 
not  be  satisfied.  There  is  some  room  for  debate 
concerning  the  necessity  of  providing  for  the  extinction 
of  the  so-called  "  productive "  debts  (contracted  to 
provide  capital  for  municipal  industries,  profit  making 
enterprises).  It  is  sometimes  contended  that  if  interest 
payments  are  met  and  depreciation  charges  allowed 
for,  the  citizens  can  regard  any  surplus  as  a  disposable 
source  of  income  which  can  be  used  to  lighten  the 
burden  of  present  taxation.  Considering,  however, 
the  rapid  extension  of  the  field  of  municipal  activity 
and  the  tremendous  growth  of  indebtedness,  it  is 
likely  that,  were  no  provision  made  for  the  extinction 
of  these  debts,  they  would  assume  such  proportions 
as  to  constitute  a  real  danger.  For,  however  far- 
seeing  the  administration,  however  careful  the  provision 
made  to  prevent  depreciation,  there  is  no  guarantee 
that  existing  productive  investments  may  not  become 
unproductive  through  the  introduction  of  new  indus- 
trial methods  or  systems.  Inniunerable  contingencies 
may,  in  the  course  of  time;  arise  to  turn  a  productive 
debt  into  an  unproductive  one,  burdening  future 
generations  of  citizens  for  the  sake  of  benefits  enjoyed 
in  the  past. 

In  the  classification  of  communal  undertakings 
it  is  usual  to  distinguish  those  branches  managed 
primarily    with    the    view    of    achieving    substantial 

>  K.  A.  Gm  1 3. 
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net  eaniingB  from  the  other  institutions  in  whose 
managem^it  the  effort  to  obtain  financial  returns, 
altho  not  always  lost  sight  of ,  is  yet  subordinated 
to  the  desire  to  confer  certain  social  services  upon  the 
citizens.  The  classification  presents  considerable  diffi- 
culty at  times,  when  the  two  aims  are  found  combined 
in  such  fashion  that  neither  one  can  be  considered 
paramount.  Nevertheless,  it  is  a  classification  not 
without  practical  significance,  for  in  individual  cases, 
a  decision  as  to  whether  a  particular  undertaking 
belongs  to  this  or  to  that  category  determines  very 
largely  the  policy  pursued  in  the  fixation  of  tariffs.^ 

The  three  communal  imdertakings  of  Frankfort- 
on-the-Main  which  turn  into  the  city  treasury  a 
substantial  balance  are  the  water  works,  the  electricity 
plant  and  the  street-car  system.  Yet  even  these 
undertakings  are  not  managed  with  the  same  singleness 
of  purpose  that  one  would  expect  to  find  in  the  case 
of  private  corporations.  Other  than  financial  considera- 
tions play  an  important,  and  perhaps,  in  the  case  of 
the  waterworks  an  even  more  decisive  r61e.  As  a 
pure  and  abimdant  water  supply  is  a  social  necessity 
of  first  importance,  a  city  might  well  deem  it  wise  to 
own  its  works,  even  tho  no  net  earnings  were  achieved. 
In  Frankfort  water  rates  are  graded  in  accordance 
with  rental  values,  with  exemptions  for  the  lowest 
rentals,  the  desire  to  encourage  consimiption  by  the 
less  well-to-do  being  recognized  as  of  prime  importance. 
Even  the  street-car  system  is  not  managed  solely 
with  intent  to  fill  the  city  treasury,  as  will  be  apparent 
on  later  examination.  In  the  case  of  the  electricity 
works,  the  management  can,  no  doubt,  proceed  fairly 
unhampered  by  considerations  of  social  expediency. 

>  For  ■mflna  leview  ef.  "  Die  Betriebe  dor  Stadt  F.  a.  M./'  A.  BuMh,  Sohriftan  dM 
VflNins  mr  Soddpolitik.  129  (1-^).  190»-09. 
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The  other  communal  undertakings,  altho  usually 
bringing  in  returns  sufficient  to  meet  interest  and 
amortisation  payments  on  the  capital  outlay,  and 
occasionally  returning  a  net  balance  above  these 
amounts,  are,  nevertheless,  not  managed  as  similar 
private  capitalistic  enterprises  would  be,  not  even  in 
those  cases  where  they  compete  with  or  have  super- 
seded private  ^iterprises.  Their  efficiency  cannot, 
therefore,  be  judged  with  reference  to  the  financial 
gain  obtained  or  the  financial  burden  which  their 
maintenance  entails.  For  example,  the  establishment 
of  city  stock  yards  and  slaughter  houses  with  com- 
pulsory slaughtering  and  compulsory  examination 
of  the  animals  to  be  slaughtered  is  to  be  regarded  as  a 
pohce  measure  undertaken  in  the  interests  of  the 
pubUc  health.^  The  fees  are  rather  in  the  nature  of 
taxes,  than  of  payments  in  the  private  economic 
sense,  for,  where  compulsion  takes  the  place  of  volim- 
tary  payment,  the  community  in  its  poUtical  capacity 
rather  than  as  entrepreneur  is  functioning.'  There 
are  further  included  under  communal  imdertakings 
functioning  in  the  interests  of  the  public  health  and 
comfort,  the  sewage  (canalisation)  efystem,  the  removal 
of  garbage,  the  establishment  of  pubhc  baths,  the 
maintenance  of  city  markets.  The  city  savings  bank, 
designed  to  meet  the  needs  of  the  poorer  class  of 
citizens,  can  be  regarded  as  a  philanthropic  institu- 
tion, and,  in  a  smaller  way,  the  city  pawnshop  likewise. 
Finally,  the  enormous  outlays  for  harbor  improve- 

>  GemeiiidebeMhltifli  betr.  den  SehlaohthMmwang  (BQrgerbuoh). 

>  On  thia  point  of.  J.  Pfitaner,  Die  Entwicklung  der  kommonalen  Sehulden  in 
Detrteehluid,  p.  IM. 

It  muet  be  conceded  that  in  all  caeee  in  which  the  city  hae  acquired  a  monopoly, 
whether  lecal  or  actual,  the  paymenta  for  aervieea  become,  tbeoretioaUy  apeaking, 
tasMa  (feai).  Whenever  the  inhabitanta  muat  take  their  water  from  the  city  water 
woika,  muat  obtain  tiieir  dectaieity  from  the  dty  plant,  etc,  the  auma  paid  are  aa 
\  feee  aa  are  the  auma  paid  for  the  uee  of  any  other  eity  inetitutiona. 
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ments  which  have  been  made  by  the  city  have  been 
incurred  for  purposes  for  which  private  capital  would 
have  been  unavailable.  However  important  these 
expenditures  may  be  in  furthering  the  general  com- 
mercial and  industrial  interests  of  the  city,  they  offer 
no  prospects  of  an  adequate  direct  return  upon  the 
sums  invested  for  many  years  to  come. 

In  the  listing  of  the  communal  imdertakings  (Ge- 
meindebetriebe)  there  is  an  element  of  arbitrariness 
which  must  not  be  lost  sight  of.  If  one  wonders 
why  canalisation  and  garbage  removal  should  be 
included  in  the  list  any  more  than  street  paving  or 
street  cleaning,  one  also  wonders  why  the  cemetery 
management  should  be  excluded  from  the  list  and 
put  under  ^'  general  administration/*  when,  as  is  the 
case  in  Frankfort,  the  city  is  an  ardent  competitor 
of  the  local  undertakers,  furnishing  coflSns  and  funeral 
robes,  as  well  as  making  other  necessary  arrangements 
for  burials.  The  distinction  is,  indeed,  in  part  a 
matter  of  book-keeping,  depending  upon  whether 
or  not  the  particular  branch  of  city  activity  has  a 
separate  and  independent  account  or  is  subordinated 
to  some  department  of  the  general  administration. 
But  the  segregation  has  a  less  superficial  justification; 
there  is  usually  some  solid  reason  for  separating  these 
particular  branches  of  city  activity  from  the  general 
administration.  They  all  approach  more  or  less 
nearly  the  character  of  private  undertakings  with 
definite  sources  of  income  and  calculable  expenditures. 
And  all  of  them  might  conceivably  be  private  capitalistic 
enterprises.  If  the  distinctions  are  not  always  logically 
satisfying,  the  list  can  at  any  rate  be  provisionally 
accepted  and  later  enlarged  to  include  other  municipal 
undertakings  which  seem  properly  to  belong  here. 
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Before  proceeding  to  a  more  detailed  discussion 
a  further  caution  is  necessary.  The  estimates  of  the 
profitableness  of  the  investments  from  a  financial 
standpoint  can  only  be  stated  approximately.  The 
various  commimal  enterprises  have  many  contracts 
with  one  another,  the  expenditiu'es  of  one  frequently 
constituting  the  income  of  another.  In  the  case  of 
such  formal  book-keeping  transfers,  it  may  well  be 
that  the  sums  credited  and  debited  would  be  quite 
di£ferent  were  the  contracting  concerns  under  separate 
ownership.  An  analogous  case  is  presented  by  the 
contracts  between  the  constituent  concerns  belonging 
to  the  same  trust.  Their  accounts  are  kept  separate, 
their  mutual  contracts,  deUveries,  etc.,  are  credited 
and  debited  to  the  particular  establishments  con- 
cerned; but  there  is,  nevertheless,  an  element  of 
arbitrariness  about  the  proceeding  which  makes  the 
results  open  to  question.  Then  the  amount  carried 
to  renewal  funds  is  a  very  fluctuating  quantity,  some- 
times suflScient  to  provide  for  improvements  and 
extensions  as  well  as  renewals,  or,  again,  if  the  financial 
need  be  greater  than  available  revenues,  the  renewal 
funds  may  be  robbed  of  their  just  quotas,  and  the 
proceeds  transferred  to  the  city  treasury. 

The  city  water  works  *  have  had  expended  upon  them 
40,053,000  m.,  of  which  26,444,000  m.  remained,  April  1, 
1911,  a  part  of  the  city  debt.  Despite  the  fact  that  the 
management  has  to  meet  deficits  incurred  by  the  smaller 
works  of  the  recently  incorporated  suburbs,  the  returns 
are  considerable.  In  1910-11,  683,500  m.  were  trans- 
ferred to  the  account  of  the  city  treasury,  while  the 
total  returns  (including  interest  and  amortisation 
payments)  amounted  to  2,697,600  m.,  or  6.7%  of  the 

>  Cf.  VenraltunvBberiohte  and  HauBhaltapl&ne  der  Stadt. 
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amount  of  the  capital  invested.  In  1907-08,  among 
77  German  cities  reporting,  all  of  which  with  a  few 
minor  exceptions  owned  their  water  works,  Frankfort, 
showed  the  largest  absolute  net  returns  (including  in- 
terest and  amortisation  paym^its),  exclusive  of  Berlin. 
Even  Hamburg  had  a  lesser  net  surplus  from  opera- 
tions. The  capital  value  of  the  plant  was  likewise 
far  in  excess  of  that  of  any  city  save  Berlin;  but  the 
net  income  expressed  as  a  percentage  of  the  invest- 
ment value  was  modest  (at  that  time  7.1%)  when  com- 
pared with  16.6%  for  Essen,  and  returns  variously 
in  excess  of  10%  for  22  other  cities.^  The  reason 
is  no  doubt  to  be  foimd  in  the  generous  provision 
which  Frankfort  makes  for  seciuing  an  abundant 
water  supply  —  the  installation  of  meters  being  re- 
stricted with  a  view  to  encouraging  the  liberal  use  of 
water.  In  consequence,  the  per  capita  consumption 
is  about  33i%  greater  than  that  for  the  city  of  Berlin. 
Water  for  drinking  is  piped  from  springs  in  the  nearby 
hills  or  (largely)  from  undergroimd  sources  by  pump- 
ing, while  the  water  for  non-drinking  purposes  is  con- 
veyed directly  from  the  river.  In  Frankfort  proper, 
the  water  intended  for  the  use  of  factories  and  for 
industrial  purposes  in  general  is  paid  for  by  meter. 
In  all  other  cases,  the  payment  is  regulated  according 
to  rental  values.'  For  example,  in  the  case  of  dwelling 
houses,  for  each  25  m.  or  part  thereof  of  the  yearly 
rental  value,  a  water  fee  (Wassergeld)  of  1  m.  must 
be  paid,  with  the  proviso,  however,  that  dwellings 
with  a  rental  value  of  less  than  250  m.  remain  free  from 
the   pajrment.*    Here   is    an    interesting    illustration 

«  StatistiaofaM  Jahxbuoh  d«utMh«r  SOdte.  1010,  artide  WMMnrenononc.  1007-08, 
StfttisUMshM  Amt-NQnib«is. 

I  In  the  fuburb*,  payment  aoooiding  to  metera  is  tenenl. 

•  WuMiveld,  BOrgerbuoh,  p.  814.  For  the  ooming  year  (1012-13),  the  rate  has 
been  inoreaMd  ^  for  rentala  (400^600  m.),  A  'or  nntala  (500-1,000  m.),  A  'or  mtala 
(1.600-3,000  indudye),  \  for  all  higher  rentala.  DweOinga  bringing  lees  than  400  m. 
are,  however,  entirely  fieed  fxaax  payment. 
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of  a  tariff,  based  rather  on  the  ability  to  pay  of  those 
served,  than  on  the  amount  of  the  service.  However 
rude  a  measure  rental  values  may  be,  they  p^mit  a 
certain  large  discrimination  to  be  made.  Special  rates 
are  made  for  rooms  or  apartments  devoted  to  business 
or  industrial  purposes,  where  water  for  the  conduct 
of  operations  is  not  necessary.  A  special  tariff  is 
also  in  force  for  water  used  in  courts  and  gardens, 
the  area  being  the  basis  of  measurement.  Where  the 
meter  system  has  been  introduced,  the  price  per  cubic 
meter  varies  at  different  seasons  of  the  year,  with  the 
amount  consumed  and  with  the  character  of  the  use. 

Wherever  the  price  of  water  is  fixed,  as  is  so  largely 
the  case  in  Frankfort,  according  to  certain  standards 
which  give  only  a  vague  indication,  if  that,  of  the 
amount  consumed,  the  water  supply  must  needs  be 
large.  For  the  current  year,  indeed,  the  management 
has  for  the  first  time  to  pay  a  large  simi,  exceeding 
800,000  m.  in  order  to  obtain  additional  supplies  from 
a  neighboring  water  works.  As  a  result  the  antici- 
pated net  returns  for  1912-13  have  been  considerably 
cut  down,  and  the  expediency  of  a  rapid  extension 
of  the  meter  system  has  in  consequence  been  discussed. 

In  1898  Frankfort  took  possession  of  its  street-car 
lines  *  (then  a  horse-car  system)  paying  to  the  private 
company  in  control  2,230,000  m.  and  contracting 
to  pay  further  until  1915  a  yearly  sum  of  326,872  m.,  as 
compensation  for  the  unexpired  term  for  which  the 
charter  had  to  run.  The  city  gave  out  the  contract 
for  electrification  of  the  road,  and  upon  its  completion, 
April  1,  1900,  took  over  the  management  definitively. 
The  net  returns,  1910-11,  amounted  to  1,147,300  m. 


>  Cf.  Die  StIdtiMlM  Stnawnbahn  F.  a.  M.  (Im  Auftnce  des  StldtiMhen  El«k- 
trishit**  und  Bahnatntiw  mis  Aiila«  d<r  10.  HMiptTeiwuniiiluiig  6m  Veniat,  «io.") 
BctrielMdirakiioii.  1006. 
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(exclusive  of  interest  and  amortisation  payments). 
For  the  purpose  of  comparing  the  returns  with  those  of 
private  corporations,  however,  other  payments  which 
figure  as  expenses  must  be  included  under  returns.^ 

For  example,  the  contribution  to  the  erstwhile  Tram- 

bahngesellschaft 326,872  m. 

a  payment  to  the  city  Waldbahn  (forest 

railway)  to  cover  a  deficit 156,111  m. 

and  the  interest  and  amortisation  payments 

1,015,901  m. 

constitute  a  total  of  1,498,884  m. 

to  which  must  be  added  1,147,340  m.,  the  so-called 
net  earnings,  bringing  the  thus  estimated  earnings 
up  to  2,646,200  m.  or  12.9%  of  the  amount  of  the  capital 
invested  (20,497,000  m.).  The  contributions  to  pension 
funds  for  employees  (236,900  m.)  may  be  regarded 
as  a  legitimate  item  of  expense,  altho  the  generous 
provision  which  is  made  disturbs  the  reckoning  for 
comparative  purposes,  not  only  in  this  case,  but  in 
that  of  all  other  city  enterprises.  The  payments 
or  transfers  growing  out  of  contractual  relations  with 
other  city  departments  introduce  an  additional  ele- 
ment of  uncertainty.  The  chief  expense  of  operation, 
for  example,  is  the  payment  made  to  the  city  electric 
works  for  the  power  needed;  in  1910-11,  1,139,730  m. 
(delivered  at  the  rate  of  9  pf.  per  kilowatt  hour).* 
The  company  likewise  contributes  165,000  m.  to  street 
paving,  repairs,  street  widening,  etc.,  and  70,640  m. 
to  the  city  treasury  for  its  share  of  general  book- 
keeping expenses. 

It  has  further  to  be  considered  that  for  a  public 
corporation,  the  improvement  and  extension  of  the 

>  Cf.  Verwaltimcrt>erioht.  1910-11,  uid  HaudiAltapUn,  1912-13,  p.  509  ff. 
*  Cf.  HaudiAltaplan.  1912-13,  p.  509. 
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service  is  frequently  emphasized  to  the  detriment 
of  the  net  returns.  To  illustrate:  in  1910-11,  the 
total  income  of  the  company  was  increased  515,000  m., 
but  at  the  same  time  there  was  a  diminution  in  net 
returns,^  the  cause  being  assigned  to  an  increase  in 
wages,  together  with  shortening  of  the  working  period, 
to  the  acquisition  of  non-paying  lines  (needed  to  open 
up  the  suburban  territory,  always  with  the  idea  of 
relieving  congestion  in  the  older  parts  of  the  city), 
and  finally  to  the  great  amount  of  travel  at  reduced 
rates.  This  last  point  deserves  elaboration  for  several 
reasons.  The  fee  system,  as  has  been  previously 
emphasized,  is  highly  developed  in  German  munici- 
palities, and  where  possible  and  desirable,  charges 
for  the  same  services  are  frequently  graded  according 
to  ability  to  pay.  Frankfort,  for  instance,  in  addition 
to  the  normal  tariff  for  its  city  railway,  varying  with 
the  distance  travelled,  makes  special  rates  for  working 
men  for  the  journey  between  their  homes  and  places  of 
employment.*  The  reductions  are  very  considerable  — 
about  50%  below  the  normal  price  —  and  are  only 
granted  to  independent,  self-supporting  workers  on 
the  presentation  of  evidence  that  the  applicant  has  a 
yearly  income  under  2,000  m.  The  number  of  cards 
issued  in  1910  was  495,255,  as  against  69,940  in  1904, 
the  first  year  when  the  system  was  tried.  Of  the  total 
nmnber  of  passengers  carried  during  the  year,  30.6% 
travelled  at  these  reduced  rates.  The  tariff  serves  a 
double  purpose,  not  only  making  a  justifiable  reduction 
for  the  sake  of  benefiting  the  laboring  classes,  but  also 

I  The  working  expenaes  have  risen  from  55.4%  (1904)  of  the  income  from  operation 
to  59.5%;  the  grosB  eaminss  in  1904  were  2.452,000  m.;  1910,  3,631,000  m.  Th« 
net  earnings  (1904)  983,156  m.;  1910,  1.147,340.  The  net  earnings  show  a  deoided 
reduction,  however,  compared  with  the  previous  year,  1.609,6(X)  m.,  and  were  smaller 
than  for  any  year  since  1905. 

*  So-called  "  weekly  "  cards  are  issued,  good  for  a  single  journey  on  each  work  day 
before  7.90  A.  M.  or  for  going  and  returning  after  4  P.  M. 
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encouraging  a  more  extensive  distribution  of  popula- 
tion, helping  to  relieve  congestion  within  the  older 
districts,  and  thereby  indirectly  aiding  the  efforts 
which  are  being  both  publicly  and  privately  made  to 
provide  cheaper  and  more  healthful  dwellings  for  the 
poorer  citizens. 

Of  81  German  cities  listed  in  the  Statistiaches  Jahrlruch 
deutscher  Stddte  {Statistical  Yearbook  of  the  Oerman 
Cities)  ^  33  owned  their  street-car  systems,  among 
these  being  8  cities  with  over  200,000  inhabitants. 
The  financial  condition  of  these  lines  was,  however, 
at  that  time  (1907-08)  by  no  means  so  favorable  as 
that  of  the  Frankfort  city  railway,  13  companies 
even  requiring  dotations  from  the  city  treasuries. 
Frankfort,  indeed,  received  the  largest  returns  of  any 
city  listed  (2,828,000  m.),  altho  its  capital  was  then  only 
one-third  as  great  as  that  of  the  Dr^en  street  railway 
company,  with  a  return  of  only  2,740,000  m.,  and  not 
quite  so  large  as  the  capital  investment  of  the  street  rail- 
way in  Munich,  with  an  income  of  1,170,000  m.  The 
returns  here  used  for  comparative  piuposes  include  not 
only  the  sums  turned  over  to  the  city  treasiuy,  but  also 
interest  and  amortisation  payments,  and  the  amounts 
transferred  to  renewal  funds.  The  so-called  "  net " 
returns  are  too  variously  conceived  to  be  available  for 
purposes  of  comparison.'  And  in  any  case  the  statistics 
have  to  be  taken  with  reservations.  The  street-car 
system  of  Cologne,  for  instance,  debited  with  an 
advance  of  over  334,000  m.  from  the  city  treasury,  is 
charged  with  contributions  for  the  upkeep  of  the  city 
streets  (283,600  m.),  and  also  burdened  with  the  pay- 
ment of  a  large  sum  to  its  predecessor,  a  private  com- 

>  17.  Jahxsans.  article  SOdtiiohe  StnasenbAhnen  im  Jahre  1907,  O.  Luidibeis. 

*  Dresden  is  credited  with  a  net  return  of  300.000  m.  in  1907;  Munich.  472,000  m.; 
S^ankfort.  1.280.000  m..  1907-^)8.  Cf.  Statistiaches  Jahrbueh  deutscher  Stidte,  17. 
Jahrganc.  pp.  626-427. 
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pany,  amounting  to  1,103,900  m.  Excluding  these 
extraordinary  payments,  the  deficit  is  turned  into  a 
net  balance.  Making  idlowance  for  such  inequalities, 
however,  Frankfort  stands,  financially  speaking,  well 
at  the  head  of  those  cities  operating  their  own  street 
railway  systems. 

The  electricity  works  is  another  one  of  the  munici- 
pally owned  undertakings  which  brings  a  considerable 
sum  into  the  city  treasiuy.^  The  capital  expenditure, 
16,932,000  m.,  provided  dmost  entirely  through  loans, 
has  been  in  part  repaid,  to  the  amount  of  2,179,000  m. 
(March  31,  1911).*  The  net  returns  transferred  to 
the  city  treasury  in  1910-11  totalled  2,898,800  m.,  and 
together  with  the  interest  and  amortisation  payments, 
the  entire  income  was  3,774,700  m.  or  22.2%  of  the 
amount  of  the  capital  outlay.  It  should  be  noted, 
however,  that  for  the  year  in  question  no  transfer  was 
made  to  depreciation  funds  •  —  an  omission  which  was 
due  to  the  desire  of  the  city  to  find  new  sources  of 
revenue  without  increasing  the  taxes.  This  vicious 
practice  constitutes  one  of  the  greatest  dangers  for  the 
future  solidity  of  communal  undertakings,  and  cannot 
be  too  strongly  deprecated. 

The  fees  charged  vary  according  to  the  purposes 
for  which  the  electricity  is  used  ^  (whether  for  illumina- 
ting purposes,  or  for  electric  motors,  heating,  etc.), 
and  also  with  the  amount  consumed.  The  owners 
of  meters  likewise  pay  a  monthly  rent  for  their  use, 
and  a  single  pajrment  for  installation,  usually  50  m.,  is 
also  required. 

*■  Cf.  Venraltungaberichte  and  Hauih«ltaplAiie. 

*  Electric  woiks.  No.  2  located  in  the  mibuxb  of  Bockeiiheim  has  a  oapitaliaatioB 
of  2,885,000  m.  (repaid  427,700  m.).  It  is  able  to  meet  interest  and  amortiaataoo 
payments,  and  to  turn  an  insignificant  balance,  2,860  m.,  into  the  treasury. 

'  Nor  are  any  sums  written  off  for  depreciation  in  1011-12  and  1012-13. 

<  QebQbienordnung,  BOrgerbueh  (Elektrisohe  GebOhren). 
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In  the  last  year  for  which  comparative  statistics 
are  available,  1907,  Frankfort  was  again  occupying  a 
leading  position  among  the  59  German  cities  reported 
as  owning  their  own  electric  light  and  power  plants.^ 
The  net  returns  from  operating  were  slightly  in  excess 
of  those  for  Munich,  and  far  ahead  of  those  of  any 
other  city,  Cologne  coming  next  with  1,583,000  m.* 
Notwithstanding  this  fact  the  price  of  electricity  in 
Frankfort  is  rather  below  the  usual  rate  chained  else- 
where,' the  most  frequent  charge  for  illmninating 
purposes  being  60  pf.  per  kilowatt  hour;  for  power, 
20  pf.  (in  30  cases),  and  frequently  25  pf.  (11  cases). 
The  delivery  of  power  to  the  city  railway  at  a  rate 
of  9  pf .  (2  cents)  appears  relatively  rather  low,  altho  a 
number  of  other  cities  charge  at  about  the  same  rate. 
The  sum  with  which  the  works  are  credited  for  street 
lighting  is  quite  small,  85,000  m.,  as  the  city  lighting 
is  largely  provided  for  by  a  private  company:  the 
Frankfort  Gas  Company.  The  city  owns  one  small 
gas  works  in  a  recently  incorporated  suburb,  Hed- 
dernheim.  The  returns  had  to  be  supplemented, 
1910-11,  by  a  small  advance  from  the  city  treasury 
17,770  m.  in  order  to  meet  all  outlays,  including  interest 
and  amortisation.* 

1  Statistischefl  Jahrbuch  deutacher  Stftdte  17.  Jahrgang:  BeleuchtungiBweflen  im 
Jahre  1907.  E.  Tretau,  Direktor  des  statiatbchen  Amtes  Altona.  Returns  were 
received  from  83  cities. 

*  These  sums  also  include  interest  and  amortisation  pajrments  and  transfers  to 
renewal  funds. 

'  The  Frankfort  tariff  for  illuminating  purposes:  yearly  consumption  up  to  3,000 
kilowatt  hours,  at  the  rate  of  50  pf.;  for  each  succeeding  3,000  kilowatt  hours,  40  pf. 
per  kilowatt  hour;  for  electric  motors  etc.,  15  pf.  per  kilowatt  hour  in  May,  June,  and 
July,  and  for  the  rest  of  the  year,  25  pf.  from  5  p.m.  to  9  p.m. 

*  That  Frankfort  does  not  own  the  local  gas  works  is  due  to  the  fact  that  the  com- 
pany supplying  the  city  with  gas  has  charter  concessions,  granted  in  the  50*s,  which  do 
not  expire  until  1959.  This  private  company  pays  the  city  for  the  privilege  of  using 
the  streets  (over  895,000  m.)  and  is  in  turn  reimbursed  for  city  lighting  (409,000  m.). 
The  city  owns  ahares  of  the  Frankfurter  Qas  Gesellschaft  for  which  6,450,000  m..  have 
been  expended.  For  the  last  purchase,  1910,  a  loan  of  3.000,000  m.  was  obtained 
from  the  city  savings  bank. 
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Next  in  order  of  discussion,  following  the  under- 
takings which  turn  over  substantial  net  balances  to 
the  city  treasury,   comes   the  harbor  management. 
Enormous  expenditures  have  been  made  for  harbor 
construction  and  for  the  acquisition  and  laying  out 
of  adjacent  territory  to  be  utilized  for  factory  sites. 
No  adequate  return  can  be  expected  on  the  capital 
outlay  for  many  years,  altho  it  is  hoped  that  the  indirect 
financial  gain  to  the  city  through  its  increased  impor- 
tance as  a  commercial  shipping  port  will  justify  an 
outlay  which  makes  a  very  substantial  addition  to  an 
already  large  city  debt.^    Until  1886,  when  the  Main 
was  canalized,  and  opened  for  traffic  from  Frankfort 
to  the  Rhine,  the  city  could  only  be  reached  by  small 
boats,  and  was  of  no  importance  whatever  as  a  river 
port.    Since  1886,  however,  the  river  trade  has  grown 
steadily  until  Frankfort  now  ranks  sixth  among  the 
Rhine  ports.    The  chief  imports,  coming  for  the  most 
part  up  the  river  from  the  Rhine,  consist  of  coal,  coke, 
etc.  (50%).    The  grain  trade  is  also  of  considerable 
magnitude  —  the  grain  imports,  largely  foreign,  being 
transferred  at  Rotterdam  to  the  Rhine  vessels.    Build- 
ing materials  are  the  only  other  important  group  of 
wares  for  the  river  trade.    The  existing  West  Harbor, 
completed  at  the  same  time  that  the  canalisation  of 
the  Main  was  finished,  represents  an  outlay  of  over 
7,400,000  m.,  including  expenditures  for  warehouses, 
a  custom  house,  and    equipment  of    various  sorts,' 
but  excluding  the  cost  of  the  railway  station.    The 
warehouse  fees,  wharf  dues,  payments  for  the  use  of 
cranes,  wagons,  etc.,  bring  in  quite  considerable  sums, 

1  Der  Ofthafen  im  F.  a.  M.,  Denksofarift  aber  die  Erbauung  eines  neuen  Handela- 
und  Industriehafena  im  Oaten  der  Stadt:  Stidtisches  Tiefbauamt.  1907;  of.  alw  Der 
Bene  Oethafen,  by  Magistratabaurat  H.  Uhlfelder. 

*  Rechnei-Amt.  Sonderabdnick,  p.  40.  Baurat  Uhlfelder  eatimates  the  total  coat 
of  tlie  West  Harbor,  together  with  the  warehouses  and  custom  house  at  about  12,000.- 
000  m.     I  do  not  know  the  reason  for  the  great  discrepancy  in  the  estimates. 
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80  that  the  West  Harbor  management,  in  addition 
to  meeting  interest  and  amortisation  payments,  was 
credited  with  a  very  small  balance,  13,000  m.  (1910-11). 
The  warehouses  and  custom  house,  for  which  separate 
accounts  were  carried,  needed  an  advance  of  86,770  m. 
in  order  to  cover  all  outla3rs;  but  that  advance  was 
simply  a  book-keeping  transfer  from  the  harbor  manage- 
ment proper  to  the  other  departments. 

The  facilities  afforded  by  the  West  Harbor  not  being 
adequate  to  meet  the  needs  of  a  growing  commerce, 
the  city  was  led  to  embark  upon  an  ambitious  new 
project,  involving  the  construction  of  a  second, ''  East " 
Harbor,  and  the  purchase  and  laying  out  of  an  enor- 
mous adjacent  territory,  intended  to  serve  as  a  site 
for  factories  and  industrial  establishments  in  general. 
Already,  a  large  part  of  the  contemplated  plan  has  been 
executed.  The  lower  East  Harbor,  running  about 
2.5  km.  (somewhat  over  1|  miles)  eastward  from  the 
city,  includes  an  open  river  harbor  leading  into  which 
are  two  basins  parallel  with  the  Main.  The  tongue 
of  land  between  the  Main  and  the  outermost  basin 
is  intended  for  industries  needing  immediate  water 
connections  (land  here  has  already  been  taken  up  by 
milling  establishments).  Other  locations  on  the  water 
are  variously  intended  as  storage  places  for  coal  and 
other  freight,  and  to  the  north  of  the  inner  basin  are 
located  the  warehouses,  dock-yards,  etc.  Cranes, 
wagons,  all  the  machinery  for  loading  and  unloading 
have  been  installed  by  the  city.  Just  back  of  the 
warehouse  district  is  a  section  for  factories  without 
immediate  water  connection,  but  very  accessible, 
nevertheless,  as  broad  streets  have  been  cut  through, 
and  shipping  facilities  provided. 

The  upper  harbor  district  runs  eastward  from  the 
lower  for  about  2  km.  (1}  miles).    At  present  only  the 
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weBtem  end  of  this  upper  r^on,  away  from  the 
river,  and  the  main  connecting  streets  have  been 
laid  out.  The  harbor  facilities  proper  are  to  include 
a  basin  parallel  to  the  Main,  from  which  three  others 
will  branch  off.  In  general  this  district  is  intended 
for  industrial  sites,  and  provision  is  to  be  made, 
furthermore,  for  direct  transfers  between  ships  and 
railway.  A  section  here  is  also  without  immediate 
water  connection.  The  third  main  division,  the 
Seckbach  industrial  district,  extends  northward  away 
from  the  river,  being  connected  with  the  harbor  region 
by  streets  cut  directly  through,  and  having  also  railway 
connections.  Only  about  two-thirds  of  this  district 
has  as  yet  been  opened  up. 

The  establishment  of  a  harbor  for  industry  (Indus- 
triehafen)  is  an  interesting  experiment,^  and,  viewed 
in  one  aspect,  it  is  to  be  regarded  as  one  of  the  many 
attempts  which  the  city  makes  to  cope  with  the  diffi- 
culties connected  with  the  high  price  of  city  lands. 
Among  the  reasons  given  in  favor  of  the  project  in 
question '  were  the  limited  number  of  available  factory 
sites  in  the  city,  and  the  high  land  values  which  make 
the  establishment  of  new  industries  or  the  develop- 
ment of  local  branches,  ei^pecially  those  needing  much 
land,  almost  impossible.  In  many  instances,  further- 
more, proper  railway  connections  could  not  be  had, 
while  a  situation  near  the  water  or  in  the  neighborhood 
of  quays  was  seldom  obtainable.  In  the  new  district 
it  is  thought  that  the  excellent  water  connections  will 
mean  a  saving  of  expense  in  the  case  of  raw  materials 
brought  by  water,  and  the  concentration  of  industry 
will  also  make  possible  a  cheapening  of  water,  light, 
and  power  provided  for  industrial  purposes. 

1  Ftenkfort  ii  not  a  pioneer  in  this  instance.  Similar  pioieets  hav«  been  carried  out, 
lint  in  Bramen,  tlien  in  Strassburg.  Karisnihe.  KeU,  Mains,  DQssddorf ,  Mannheim, 
and  Crafeld. 

s  Cf.  Denkschrift,  pp.  88-84. 
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Up  to  April,  1911,  land  to  the  amount  of  360,493  qm. 
had  been  sold  to  35  firms,  the  proceeds  amounting  to 
9,095,800  m.,^  an  average  per  qm.  of  25.3  m.  Of  these 
35  firms,  4  were  new  enterprises  and  9  were  establish- 
ments moving  into  the  city  from  elsewhere.  A  smaller 
number  of  rental  contracts  have  been  entered  into, 
bringing  a  total  income  of  only  61,100  m.  Whether 
the  optimistic  views  of  the  supporters  of  the  East 
Harbor  project,  who  anticipate  an  inflow  of  capital 
and  a  rapid  settling  of  the  new  territory,  will  be  con- 
firmed remains  to  be  seen.  In  certain  official  quarters, 
at  any  rate,  the  attitude  is  rather  sceptical.  There 
must  be  very  urgent  reasons  at  hand  to  induce  outside 
firms,  which  can  obtain  good  factory  sites  for  3  and  4  m. 
per  qm.  in  other  cities,  to  settle  in  the  Frankfort  harbor 
district,  where  the  cheapest  land  brings  15  and  16  m., 
and  the  best  locations  on  the  water  40  m.  On  the 
other  hand,  there  are  distinct  advantages  to  be  got 
from  the  presence  of  a  skilled  and  abundant  labor 
supply,  and  from  the  favorable  location  of  the  city 
as  a  conmiercial  center.  And  for  those  establishments 
operating  with  large  capitals,  for  which  the  payment 
for  land  (or  rentals)  is  a  relatively  unimportant  item 
of  expense,  the  higher  prices  need  not  always  deter. 

The  estimated  costs  of  the  completed  project  (includ- 
ing land  purchases  and  construction  costs)  are  set  at 
72,000,000  m.  Up  to  the  present  time,  loans  amounting 
to  20,500,000  m.  have  been  used  to  defray  the  costs  of 
land  acquisition.  Much  of  this  land  was  already  city 
property  or  belonged  to  city  foundations,  which  had 
to  be  reimbursed  for  relinquishing  their  holdings.  A 
much  smaller  part,  but  a  part  acquired  on  much  harder 

1  Cf .  Der  Neue  Osthafen,  by  Uhlfelder.  Durinc  the  past  year  about  700.000  m. 
was  obtained  through  further  sales.  Teims:  usually  a  first  payment  of  10%  and 
thereafter  9  yearly  payments,  interest  4)%.  Occasionally  a  15  year  term  of  payment 
is  granted. 
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terms,  naturally,  belonged  to  private  individuals. 
From  these  various  sources,  the  Special  Fund  for 
City  Real  Estate  (Spezialkasse  fiir  stadtischen  Grund- 
besitz),  acting  for  the  East  Harbor  management, 
acquired  3,304,300  qm.  of  land  for  the  project.  The 
debt  for  construction  costs  now  amounts  to  13,800,- 
000  m.,  making  a  total  outstanding  indebtedness  for 
the  East  Harbor  account  of  34,300,000  m.  The 
amortisation  payments  on  the  debt  for  construction 
costs  began  in  1910,  but  in  the  case  of  the  debt  for  land 
acquisitions,  these  payments  do  not  begin  until  1918 
(15,000,000  m.  loan,  1907)  and  1922  (5,500,000  m.  loan, 
1911)  respectively.  The  rate,  however,  is  higher, 
3i%,  and  the  extinction  of  the  debt  will  therefore  be 
consummated  in  about  the  same  time  as  if  payments 
had  been  allowed  for  from  the  period  of  issue  at  the 
usual  rate  of  2%} 

The  regulations  for  the  East  Harbor  provide  that 
it  shall  be  managed  as  an  independent  undertaking.^ 
The  land,  furthermore,  is  to  be  utilized  either  through 
sale  or  lease  (the  latter  method  being  preferred),^ 
the  prices  to  be  so  fixed  that  the  entire  costs  of  construc- 
tion and  of  land  acquisition  including  loss  of  interest, 
shall  as  far  as  possible  be  covered.  At  present  all 
returns  from  sales,  all  proceeds  of  rentals  are  transferred 
to  a  special  interest  and  amortisation  fund  (Zinsen- 
und  Tilgungsfonds),  from  which  current  interest 
and  amortisation  payments  are  to  be  defrayed.  It 
was  estimated  that  this  fund  on  April  1,  1912,  would 
amount  to  11,924,000  m.  With  the  current  year, 
the  East  Harbor  begins  existence  as  an  independent 

>  [StateiiMnt  Stadtrat  Dr.  Bleiober.] 

I  QrundBftUe  fOr  die  wirtaohafaiche  Durohfahning  dea  Oathafenikiojolrtea,  Mar.  6, 
1908.    Cf .  BQrgeibueh. 

*  Aa  a  matter  of  fact,  moat  of  the  land  taken  up  haa  been  sold. 
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city  enterprise  ^  (Gemeindebetrieb)i  which  must  depend 
upon  its  own  sources  of  revenue,  or,  where  those 
are  not  sufficient,  upon  dotations  from  the  city.  Just 
so  long  as  this  independent  standing  was  not  recognized, 
there  was  danger  that  the  deficits  (which  are  likely 
to  exist  for  years  to  come)  would  be  recurrently  met 
by  fresh  loans,  instead  of  being  defrayed  out  of  ordinary 
sources  of  income.  As  it  is,  the  advance  from  the  city 
for  the  year  1912-13  is  exceedingly  meagre,  95,000  m. 
only;  and  the  interest  and  amortisation  payments 
on  the  debt  will  have  to  be  taken  in  large  part  from  the 
special  fund,  the  contemplated  withdrawals  amounting 
to  1,378,000  m.  How  long  this  fund  will  prove  ade- 
quate to  meet  the  outlays  for  interest  and  amortisation 
depends  entirely  upon  the  amount  and  the  rapidity 
of  sales.  In  1918,  too,  an  increased  burden  will  be 
put  upon  it  to  provide  amortisation  payments  at  the 
rate  of  3^%  on  the  first  debt  of  15,000,000  m.  A 
more  liberal  policy  on  the  part  of  the  city  in  making 
yearly  advances,  and  consequently  less  heavy  with- 
drawals from  the  fund,  might,  assuming  fairly  favorable 
conditions  of  sale,  enable  the  latter  to  satisfy  all 
demands.  But  in  all  probability  the  city  will  eventually 
be  face  to  face  with  the  necessity  of  meeting  large 
deficits  through  much  larger  dotations,  or  else  of 
incurring  new  debts  to  meet  recurrent  expenses. 

The  Verbindungs-  und  Hafenbahn,  which  has  been 
greatly  extended  to  meet  the  needs  of  the  newly 
opened  up  district,  is  also  city  property.  Altho  the 
sum  of  98,600  m.  was  obtained  in  1910-11  from  leasing 
the  road  to  the  state  railway,  the  city  had  to  meet  a 
deficit,  amounting,  however,  to  only  45,900  m.  No 
doubt  with  the  increased  traffic  to  be  hoped  for  within 
the  next  few  years,  the  deficit  may  be  turned  into  a 
balance. 

1  Cf.  HanahaltvlMi,  1913-13.  p.  560.  Mid  ibid.,  p.  860. 
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A  communal  undertaking  recognized  to  be  of  great 
importance  to  the  public  health  is  the  canalisation 
system.  Indeed,  save  for  the  fact  that  the  department 
is  s^regated  from  the  general  administration  and  has 
its  own  individual  sources  of  income,  it  seems  hardly 
to  belong  with  the  other  listed  communal  enterprises. 
The  system  has  involved  a  capital  outlay  of  26,547,* 
000  m.,^  the  debt  incurred  having  been  in  large  part 
repaid,  however,  so  that  the  department  with  the  aid 
of  a  slight  advance  from  the  city,  88,700  m.  (1910-11), 
can  meet  expenses  and  provide  for  interest  and  amortisa- 
tion payments  487,000  m.,  on  the  still  existing  indebted- 
ness 10,030,000  m.*  (1910-11).  The  fees,  amountmg 
to  1,145,300  m.  (1910-11),  are  a  very  considerable 
source  of  income.'  For  new  sewage  installations, 
the  payment  is  30  m.  for  each  meter  of  street  frontage, 
and  since  1897,  an  additional  sum  (Zusatzgebiihr) 
is  raised  varying  according  to  the  value  of  the  buildings 
erected  on  the  property  concerned.  In  case  of  new 
installations,  changes,  improvements,  etc.,  the  payment 
follows  at  the  rate  of  1%  of  the  building  costs,  exemp- 
tions being  allowed  for  buildings  with  a  value  of  less 
than  1,000  m.  In  addition  to  these  extraordinary 
payments,  every  occupant  of  dwellings  or  rooms 
connected  with  the  city  canalisation  has  to  make  a 
yearly  payment  graded  according  to  rentals.  Dwellings 
with  300  m.  rental  value  or  less  are  freed  from  the 
payment.  For  shops  and  establishments  whose  owners 
are  taxed  on  a  lesser  income  than  6,000  m.  one-half 
the  rental  payment  may  be  made  the  basis  of  measure- 
ment, provided  that    that   one-half  equals  at  least 

1  Reohnei-Amt,  p.  40,  Sonderabdniok.  Sew»ce  lyitems  of  the  •ubiiiba,  establiah- 
UMBta  for  Miw»ce  purification  and  buming  of  refuse  are  included. 

s  Total  indebtednees  previoady  cancelled  6,497.800  m.  to  Apr.  1911,  Hauahalta- 
,  1913-13.  p.  23. 

*  For  Frankfort,  exclusive  of  the  euburba,  the  fee*  amount  to  902,700  m. 
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two-thirds  of  the  amount  of  the  taxable  income  of  the 
person  in  question.  Again  comes  an  interesting 
illustration  of  the  grading  of  fees  to  the  advantage  of 
the  small  households  and  of  the  less  well-to-do  trades 
people. 

The  sewage  is  purified  by  a  mechanical  process 
before  being  permitted  to  flow  into  the  Main.  The 
coarser  particles  are  trapped  and  burned,  the  refuse 
serving  as  fuel  for  the  generation  of  electric  power, 
not  only  sufficient  to  meet  the  needs  of  the  plant  in 
question,  but  enough  to  bring  in  a  return  of  121,700  m. 
from  outside  sources,  mainly  the  city  water  works, 
and  more  lately  the  water  works  and  the  electric 
power  plant  also. 

The  transport  of  garbage^  is  undertaken  by  the 
Fuhrparkverwaltung  (hauling  department),  which  also 
has  charge  of  the  removal  of  the  refuse  of  industrial 
establishments,  the  city  markets,  the  public  schools, 
etc.  The  same  department  also  does  the  necessary 
hauling  for  the  various  departments  of  the  city  admin- 
istration which  require  its  services,  in  this  case  payment 
being  reckoned  according  to  a  fixed  scale  and  the 
sums  debited  to  the  various  departments  and  offices 
for  which  services  are  performed.  The  fees*  for 
garbage  transport  are  also  graded  according  to  rental 
values.  For  each  100  m.  of  rental  or  fraction  thereof, 
50  pf.  is  paid.  Again  the  removal  is  free  of  charge, 
if  the  rentals  are  300  m.  or  less.  Likewise,  reductions 
similar  to  those  made  in  the  case  of  sewage  payments 
are  granted  in  the  case  of  business  or  industrial  estab- 
lishments whose  owners  are  taxed  on  an  income  of  less 
than  6,000  m. 

1  Verwaltuiicrt>erioht,  Fahrpukyerwaltuiis. 

s  GebOhranordnung  betr.  Kehriohtebfuhr,  of.  BQrgwbuoh ;  abo  AddnMbu«h 
derStedt. 
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Frankfort  is  one  of  the  many  German  cities  which 
are  in  possession  of  their  own  slaughter  houses  and 
stock  yards/  and  which  require  all  slaughtering  under- 
taken within  the  city  limits  to  be  done  in  the  municipal 
slaughter  houses.  All  meats,  whether  slaughtered 
within  or  without  the  city  must  be  examined,  unless 
the  latter  are  labelled  to  show  that  they  have  been 
subjected  to  an  approved  examination;  and  imported 
meats  must  be  sold  separately  in  any  case.  The 
income  consists  laj^ely  of  slau^ter  house  fees,'  cold- 
storage  fees,  a  market  fee  for  the  animals  brought 
to  the  stock  yards,  and  fees  for  the  examination  of  the 
stock.  The  returns  from  the  stock  yards  and  slaughter 
house  are  quite  considerable,  if  interest  and  amortisa- 
tion payments  be  considered,  altho  the  simis  turned 
into  the  city  treasury  are  insignificant  and  frequently 
a  deficit  is  recorded.  The  interest  and  amortisation 
payments  amount  to  512,700  m.  for  the  slaughter 
house  and  stock  yards  together,  which  represent 
an  investment  value  of  9,637,000  m.  Adding  thereto 
the  slight  net  balances,  the  return  on  the  capital 
investment  for  1910-11  amounts  to  5.6%. 

The  city  markets  return  slight  net  gains,  25,540  m. 
(1910-11),^  which,  however,  are  assignable  to  the  special 
markets  and  fairs  held  several  times  yearly,  in  accord- 
ance with  ancient  custom,  in  the  open  streets.  The 
r^ular  markets  do  not  quite  meet  all  expenses,  includ- 
ing interest  and  amortisation  payments  on  the  debt, 
altho  the  deficit  is  very  slight  (21,075  m.  in  1910-11), 
and  as  has  been  said,  more  than  covered  by  the  surplus 

1  Of  41  oities  with  over  100,000  inhabitanta,  38  poaseaBed  their  own  daughter 
houne  (1908).  Of  85  oitiee  with  a  population  of  60,000  or  more,  81  owned  their 
daughter  houses. 

>  Cf.  Bekanntmaohung  betr.  GebOhrenerhebung  auf  dem  Sohlacht-  und  Viehhof, 
16  Mar.  1901. 

s  Hauahaltsplan.  1912-13. 
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from  the  special  markets  and  fairs.  The  total  returns, 
including  interest  and  amortisation,  amount  to  134,- 
740  m.  and  represent  a  very  creditable  return  of  6.4% 
on  a  capital  investment  of  2,092,000  m.,  or,  excluding 
the  returns  from  the  special  fairs,  4.4%.  The  city 
owns  four  market  halls,  and  collects  fees  for  the  use 
of  the  stands,  which  vary  with  the  location,  the  area, 
and  the  days  used,  the  fees  being  higher  on  Wednesday 
and  Saturday.^ 

The  public  baths,  containing  swimming  pools, 
shower  baths,  etc.,  a  free  river  bathing  resort,  and 
suburban  bath  houses,  have  a  deficit  of  78,600  m.  to 
show  (1910-11),  altho  the  mcome  from  fees  (232,000  m.) 
is  fairly  lai^e.  The  interest  and  amortisation  payments 
on  an  investment  sum  of  1,404,052  m.  amount  to 
64,800  m.  The  bath  houses  are  therefore  the  only 
city  enterprise'  receiving  an  advance  which  exceeds 
in  amount  the  sums  required  to  meet  the  interest 
as  well  as  the  amortisation  payments  on  the  capital 
debt.  However,  since  the  public  baths  are  designed 
primarily  to  meet  the  needs  of  the  poorer  citizens, 
the  fees  may  properly  be  reduced  below  the  value  of 
the  services  paid  for. 

The  city  pawnshopi  which  dates  from  the  b^inning 
of  the  18th  century^  is  maintained  with  the  purpose 
of  protecting  needy  borrowers  from  excessive  exac- 
tions.*   The    establishment    does    not    always    quite 

1  The  dty  has  only  onoe  arranced  to  mU  food  suppliea  directly  to  the  people,  as  is 
frequently  thA  case  in  other  dtiee  where  attempts  have  been  made  to  relieye  the  dii^ 
trees  caused  by  hi^  prices  by  seOing  fish,  milk,  etc,  even  by  estahlfahing  rommnnal 
bakeries.  In  the  fall  of  1911,  however,  the  municipality  bou^t  potatoes  which  were 
sold  at  cost,  with  the  result  that  the  prices  which  had  been  extraordinarily  high  as  the 
result  of  a  bad  season  fefl  rapidly. 

>  L  e.,  enlusive  of  the  Yeibinduncr  und  Hafenbahn,  n^ich  is  operated  by  the 
Prussian  State  Railway. 

'  In  addition  to  the  city  establishment,  a  number  of  licensed  pawn-brokers  are 
certified  as  being  more  reliable. 
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meet  expenses,  altho  the  attempt  is  made  to  obtain 
an  income  that  will  at  least  cover,  but  no  more  than 
cover,  the  outlays.^  The  working  capital  advanced 
by  the  city  treasury  amounted  to  746,000  m.  (1910-11) 
for  which  an  interest  payment  of  25,178  m.  was  made. 

The  city  savings  bank '  grew  out  of  a  small  suburban 
institution  which  became  the  property  of  the  city  in 
1895  when  Bockenheim  was  incorporated.  The  opera- 
tions of  the  bank  were  subsequently  enlarged  to  include 
the  whole  city,  and  the  deposits  increased  rapidly  until 
in  1911  they  reached  the  quite  considerable  sum  of 
28,288,000  m.*  All  gains  are  transferred  to  the  reserve 
fund  which  amounted,  April  1,  1911,  to  515,000  m. 
The  majority  of  the  depositors  are  servants,  day 
laborers,  factory  workers,  apprentices,  assistants,  etc., 
and  the  size  of  the  average  deposit  is  small  —  740  m. 
In  the  period  from  1901-10  over  1,000  accounts  averaged 
less  than  60  m.,  and  only  163  over  10,000  m.  The 
laj^est  number  varied  from  600  to  1,500  m.  The 
number  of  separate  accounts  for  the  period  averaged 
34,860.* 

A  city  savings  bank  has  come  to  be  a  typical  feature 
of  German  municipalities,  and  indeed  serves  a  double 
piurpose,  as  a  secure  investment  for  small  savings  and 
as  a  means  of  bringing  together  sums  which  would 

1  Ordminff  fOr  das  Pfandhaua  der  Stadt  F.  a.  M. 

>  DenkMhrift  tm  Anlaa  dee  60  Jihrigan  Bestehfloa  der  StidtiaeiMn  Qpaikaaaa  au 
F.  a.  M.  hiag.  Tom  Stidtiaohan  Bparkaaaiin-Amt.  Jan.  1910;  alao  ef .  Yerwaltunciberiehi, 
1910-11. 

s  Intanat  paid  daapoaitora  at  pnaant  3i%. 

*  An  old-ace  aayinci  fund  haa  alao  bean  eatabllahed  in  oonnaetion  with  tlie  aavinsa 
bank.  It  may  be  partioipatad  in  by  any  depoaitor  in  the  aavinci  bank,  not  oyer  46, 
iHto  belonsa  to  the  daaa  of  lower  offioiala,  trade  and  induatrial  aaaiaUnta,  laboraia. 
aenranto  living  in  Frankfort  or  working  there  the  greater  part  of  the  year.  The  yearly 
ineome  muat  not,  howerer.  exceed  2,000  m.  When  a  depoaitor  haa  aaved  100  m.,  for 
example,  one-half  the  intereat  payment  may  be  oedited  to  the  old-age  inauranoe  fund, 
aa  a  liiat  payment.  The  aaTinga  bank  eontribotea  an  additional  awn  (100%  of  lata 
yeara)  and  farther  paya  intereat  on  the  aooount  at  a  hig^ber  rate  than  ia  uaoal.  Nerer- 
theleaa,  the  aavingi  have  hitherto  been  Yvy  amaD. 
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otherwise  have  been  hoarded,  and  would  have  been 
unavailable,  therefore,  for  piuposes  of  capital  invest- 
ment. Where  the  cities  use  such  funds  to  satisfy  in 
part  their  own  credit  needs  (either  through  sales  of 
their  bonds  to  the  savings  banks  or  by  means  of  other 
borrowing  operations)  there  is  undoubtedly  an  element 
of  danger  present  —  a  danger  that  these  funds  held  in 
trust  may  be  employed  too  freely  in  financing  the 
operations  of  the  trustee.  In  1908,  Dr.  Most  pub- 
lished a  list  of  the  creditors  of  those  German  cities 
having  over  25,000  inhabitants.  Of  the  bonds  amount- 
ing to  2,143,172,000  m.  the  communal  savings  banks 
held  132,286,000  m.  belonging  to  their  own  cities, 
10,900,000  m.  belonging  to  other  cities,  making  6.7% 
of  the  total.  Of  the  other  city  loans  (not  funded) 
amounting  to  550,900,000  m.,  the  communal  savings 
banks  were  credited  with  142,580,000  m.  (25.88%), 
loans  made  to  their  resepctive  cities.'  The  Frankfort 
savings  bank  is  not  to  any  great  extent  a  partner  to 
this  questionable  practice,  as  the  latest  list  of  its 
security  holdings  does  not  include  city  bonds.  It  has, 
however,  recently,  1910,  made  a  3,000,000  m.  loan 
to  the  city,  which  has  been  used  to  purchase  shares 
of  the  Frankfort  Gas  Company.  This  loan  has  taken 
the  form  of  a  funded  debt,  interest  pajrments  at  4%, 
and  amortisation  payments  at  the  rate  of  2%. 

The  bank  is  undoubtedly  an  important  instrument 
in  furthering  the  efforts  which  the  city  so  vigorously 
makes  to  increase  the  facilities  for  cheap  and  com- 
fortable living.  On  March  31,  1911,  it  had  invest- 
ments in  mortgages  amounting  to  10,946,000  m., 
bringing  in  an  average  return  of  4.2%.  It  is  stated 
that,  as  usual,  the  policy  followed  involved  primarily 
a  preference  of  those  lots  having  the  smaller  dwelling 

t  O.  Mott,  Die  Sohuldenwirtflohaft  der  deutsoben  Stidte,  Jena,  1909. 
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houses.  Among  the  securities,  too  (Wertpapiere), 
amounting  to  13,000,000  m.,  are  mortgages  of  the 
Hellerhof  and  Franken-Allee  building  companies,  total- 
ing 825,000  m.  These  two  companies  are  engaged 
in  the  erection  of  small  dwellings,  and  it  is  the  aim 
of  the  city  to  further  the  efforts  of  such  building 
companies,  as  far  as  possible.  Likewise  in  pursuit 
of  this  same  policy,  loans  on  mortgage  security  were 
granted  to  various  building  associations  to  the  amount 
of  1,105,000  m. 

Tlie  Department  of  Supplies  (Materialienyerwal- 
tung)  has  charge  of  the  ordering  of  building  materials, 
provision  of  office  supplies  for  the  various  departments, 
and  purchase  of  the  service  uniforms  of  the  employees 
of  the  street  railway.  In  1908,  about  428  firms  were 
engaged  in  the  delivery  of  materials,  the  purchases 
amounting  to  about  2,520,000  m.  Under  this  depart- 
ment also  comes  the  work  of  repairing  tools,  wagons, 
and  other  implements  belonging  to  the  city.  In 
addition  to  inspectors  and  office  employees  the  depart- 
ment has  about  110  to  120  laborers  under  its  control.^ 

Altho  the  municipal  undertaking  department  has 
not  yet  been  segregated  from  the  general  administration, 
it  can  properly  be  counted  among  the  commimity 
enterprises  which  have  just  been  briefly  described. 
In  1908  Frankfort  took  over  the  management  of  city 
burials,  all  operations  even  to  the  provision  of  coffins 
being  arranged  for.  In  nine  other  German  cities, 
the  undertaking  business  has  been  municipalized,  in 
some  cases  to  the  exclusion  of  all  private  undertaking 
business.  In  Frankfort  the  transportation  of  the 
corpses  is  undertaken  by  the  city  alone,  but  other 
services  may  be  performed  by  private  undertakers. 
The  fees  are  graded  with  reference  to  the  income  of 

1  Bweh,  "  OeBMindebetriebe."    Cf.  previous  refereaw. 
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the  respective  families  of  the  deceased  and  five  different 
classifications  are  made,  the  pajrment  required  of  those 
families  with  incomes  less  than  l>500m.  being  only 
one-fifth  of  the  sum  charged  in  those  cases  where  the 
income  exceeds  7|500m.  For  the  lowest  grade,  a 
further  50%  reduction  is  made  in  case  fom:  persons 
are  dependent  on  the  income  in  question.  The  returns 
are  more  than  sufficient  to  meet  outlays:  411,500  m. 
against  an  expense  to  the  dty  of  388,900  m.  Of 
course  no  allowance  is  made  for  interest  on  the  working 
capital,  in  this  case,  as  the  department  belongs  to  the 
general  city  administra,tion. 

As  Dr.  Otto  Most  has  pointed  out,  the  so-called 
real  estate  funds  (Grundsttkcksfonds)  are  rather  to  be 
r^arded  as  furnishing  working  capital  for  a  new  branch 
of  communal  activity,  than  as  funds  assembled  for 
the  purpose  of  introducing  stability  into  the  city 
finances.  In  many  instances,  notably  in  Frankfort, 
the  mimicipalities  have  become  dealers  in  real  estate 
on  an  enormous  scale,  working  with  an  extensive 
capital  provided  largely  from  the  proceeds  of  bond 
issues.  According  to  the  Kommurusles  Jahrhuch^^ 
of  91  German  cities  with  over  50,000  inhabitants, 
about  50  (in  1910)  had  established  special  funds  to 
which  city  landed  property,  not  serving  any  particular 
purpose,  had  been  turned  over.  Not  only  do  the  cities 
hope  thereby  to  obtain  for  themselves  certain  legiti- 
mate gains  from  the  rise  in  real  estate  values  brought 
about  by  communal  activity,  but  they  also  desire  to 
prevent  an  undue  increase  in  the  price  of  building  lots 
for  smaller  dwellings.  They  wish,  furthermore,  to 
control  the  distribution  of  population,  to  relieve 
congestion,  etc.,  to  carry  out  city  building  plans  with 
a  minimmn  of  friction. 

I  Jahffoooh.  1911-13.  p.  621. 
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In  Frankfort  a  Spezialkasse  fttr  stfidtischen  Grund- 
besitz  (Special  Fund  for  City  Landed  Property)  was 
formed  in  1897  to  take  over  the  management  of  certain 
landed  holdings  previously  administered  by  the  Stadt- 
k&mmerei,  and  also  to  carry  out  building  plans  for 
those  sections  of  the  city  not  yet  laid  out.  To  the 
fund  were  transferred  idl  city  lands  in  the  unbuilt 
sections  not  already  devoted  to  particular  adminis- 
trative purposes,  as,  for  example,  schools,  cemeteries, 
etc.  The  land  originally  transferred  covered  an  area 
of  955.9  acres  and  the  holdings  have  been  steadily 
increased  by  further  transfers  and  by  purchases  until, 
April  1,  1911,  the  holdings  amounted  to  3,621  acres, 
or  over  10%  of  the  entire  land  area  within  the  city 
limits.  The  land  bought  within  the  period  1897-1910 
amounted  to  3,186.3  acres;  the  sales  during  the  same 
time,  1,156  acres.^  The  Spezialkasse  was  also  in- 
trusted with  the  acquisition  of  land  for  the  purposes 
of  the  East  Harbor  project.  These  purchases,  how- 
ever, have  now  been  completed,  and  the  account 
closed. 

In  addition  to  the  real  estate  originally  transferred, 
estimated  value  26,576,000  m.,  the  Spezialkasse  was 
provided  (1898)  with  working  capital  from  the  pro- 
ceeds of  a  loan  of  6,000,000  m.  Since  that  time  the 
operations  of  the  department  have  been  increased 
enormously:  the  estimated  value  of  the  land-holdings 
being  placed  at  114,461,000  m.>  the  total  value  of  all 
property  controlled,  March  31, 1911,  at  123,000,000  m. 
The  Spezialkasse  has  built  up  a  relatively  huge  in- 
debtedness within  the  period  in  question.  In  addition 
to  purchases  made  with  funds  representing  the  proceeds 

1  VerwiOtaocibcrioht,  1910-11,  BUdtklmsMrei  TabeUe.  11. 

*  TIm  property  alrMuly  built  upon  haa  a  value  of  6.400.000  m.;  land  ready  for 
building.  17.100.000  m.;  land  sborUy  to  be  enoloeed,  27.800.000  m.;  agrioultural  land. 
46.700.000  m.;  land  beld  for  pubUo  purpoaei.  13,200,000  m. 
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of  sales,  further  sums  have  been  provided  by  a  loan 
of  5,452,981  m.  (1910)  and  a  second  loan  of  15,241,- 
772  m.  (1910).  There  is,  too,  a  large  floating  debt, 
representing  balances  owing  for  purchases  made, 
amounting  to  28,704,000  m.i  Over  35,000,000  m.  of 
the  increase  in  the  value  of  the  land-holdings  since 
1897  is  finally  assignable  to  the  fact  that  sales  made 
dming  the  period  brought  in  a  sum  exceeding  the 
inventory  values  of  the  property  by  that  amount. 
At  present,  therefore,  the  Spezialkasse  has  property 
with  an  estimated  value  of  123,000,000  m.  against  an 
indebtedness  amounting  to  58,791,000  m.' 

That  the  picture  is  not  so  cheerful  as  the  statistics 
would  make  it  appear,  goes  without  saying.  That 
real  estate  is  worth  what  it  happens  to  bring  and  that 
previous  estimates  are  very  largely  matters  of  guess 
work,  must  be  conceded.  Fiulihennore,  it  is  open  to 
ask  to  what  extent  the  large  purchases  made  by  the 
city  have  influenced  real  estate  prices.  And  if  the  city, 
reversing  its  policy,  b^ins  to  sell  more  than  it  buys, 
to  what  extent  will  that  affect  the  inventoried  values 
of  its  present  holdings  ?  The  conviction  is  sometimes 
expressed  that  the  policy  of  the  city  has  made  worse 
the  conditions  it  was  intended  to  improve,  that  its 
steady  purchases  have  raised  real  estate  prices  in 
genenstl,  and  that  living  conditions  have  been  made 
more  difficult  through  the  resultant  higher  rentals.' 

t  Verwaltunssberioht:  Reohnei-Amt:  Stidtisohe  Sohulden. 

s  Property  alienated  during  the  period  (1807-1910)  for  streets  and  other  publie 
purposes,  6,140,000  m.;  for  schools,  5,250,000  m.  in  1009. 

'  Frankfurter  Zeitung,  9  Jan.  1912. 

"  In  theory  all  sorts  of  miracles  were  to  be  anticipated  from  the  communal  land 
policy.  It  was  beliered  speculation  would  be  destroyed,  and  the  oommunity,  assured 
of  price  dictation  in  the  real  estate  market,  would  be  able  to  solve  the  problem  off 
living.  In  practice  the  opposite  has  occurred.  A  stagnation  in  real  estate  has 
resulted  and  prices  are  higher  than  before.  So  it  happens  that  on  the  one  hand  we 
are  sufFocated  with  a  too  great  landed  property,  while  on  the  other  hand,  we  suffer 
from  a  dearth  of  dwelling  aooommodations." 
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It  would  need  an  intimate  knowledge  of  local  condi- 
tions to  enable  one  to  express  an  independent  judgment 
on  this  point.  One  would  need  to  gauge  the  force  of 
the  other  factors  that  make  for  higher  prices.  Even 
the  city  officials  concede,  however,  that  real  estate 
prices  haye>  to  a  certain  extent,  been  raised  through  the 
city  purchases.  A  rather  extreme  example  in  point 
is  afforded  by  the  purchases  for  the  East  Harbor 
account.  The  properties  transferred  by  the  city  and 
the  city  foundations  were  taken  over  at  the  rate  of 
4.3  m.  per  qm.  Private  individuals  were  paid  at  the 
rate  of  17  m.  per  qm.,  the  plans  of  the  city  having, 
of  course,  become  matters  of  public  knowledge,  and 
its  position  as  bargainer  therefore  made  difficult. 
The  example  is  not  conclusive  —  no  doubt  other 
reasons  would  account  for  some  part  of  the  price 
difference.  But  it  was  cited  by  a  local  official  in  illus- 
tration of  the  difficulties  with  which  the  city  had 
generally  to  contend  in  making  land  purchases. 

In  view  of  the  fact  that  the  city  owns  lands  covering 
an  area  equal  to  46.3%  of  the  territory  within  the  city 
limits  —  18.3%  exclusive  of  the  forest  ^  —  its  dominant 
position  in  the  real  estate  market  is  assured,  especially 
as  other  peculiar  local  conditions  have  further  limited 
private  speculation;  namely,  the  large  land-holdings 
of  rich  private  families  who  show  no  desire  to  sell. 
And  in  the  case  of  smaller  holdings,  there  exists  a 
diffused  ownership  of  scattered  parcels,  that  could  only 
be  brought  with  difficulty  under  the  ownership  of  a 
single  person,  and  seldom  on  favorable  terms. 

Another  important  point  for  consideration  is  the 
ability  of  such  a  special  fund  to  meet  outlays,  including 

1  For  sUtiBties  upon  which  these  oomputations  are  baaed,  cf.  Stadtkimmerei, 
Sonderabdnick,  pp.  10  and  23. 

It  should  be  said  that  a  relatively  small  proportion  of  theee  holdings  are  still  outside 
the  city  limits. 
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interest  and  amortisation  payments  on  its  indebtedness, 
without  recourse  to  fresh  loans  or  demands  on  the  tax 
payers.  As  a  matter  of  fact,  the  Spezialkasse  has 
been  unable  to  do  so — the  income  having  fallen  behind 
the  expenses  and  necessitating  a  loan  of  3,865,500  m. 
(1910-11).  For  1911-12  and  1912-13  loans  to  meet 
deficits  are  estimated  at  4,244,460  m.  and  3,210,000  m. 
respectively.^  Of  course  it  is  hoped  that  present  deficits 
will  be  more  than  compensated  by  future  advantageous 
sales.  But  nevertheless  such  a  progressive  debt  increase, 
especially  after  it  has  attained  such  large  absolute  pro- 
portions, is  not  to  be  r^arded  with  entire  equanimity. 
The  speculative  risk  involved  has  to  be  considered. 
As  Professor  Stein,  Stadtrat  in  Frankfort,  speaking 
anent  the  subject  of  the  real  estate  operations  of 
public  corporate  bodies,  puts  it:  "  Landed  property  is 
not  only  to  a  great  degree  non-liquid.  It  has  (as  the 
returns  from  tenants  hardly  come  here  into  question) 
the  unpleasant  characteristic  of  secretly  devouring 
interest  on  the  capital  investment.  The  growing 
interest  can  .  .  .  swallow  up  profits  and  can  force 
the  communities  sooner  than  one  would  believe, 
despite  the  foundation  on  a  loan  basis,  either  to  with- 
draw sums  from  the  regular  income  sources,  thereby 
burdening  the  present  generation  whom  it  was  hoped 
to  spare,  or  else  to  sell  their  property.  Easily,  then, 
under  stress  of  financial  pressure  comes  a  disposition 
to  sell  at  great  sacrifices.  .  .  .  The  first  principle  of 
communal  land  policy  must  be  to  sell  in  order  to 
purchase,  to  sell  in  order  to  keep  the  building  activity 
at  a  steady  pace,  reflecting  the  growth  of  population 
and  the  extension  of  the  city."  * 

1  HMMlwltepljui.  1913-13.  p.  690. 

*  Die  OffentUohen  KdrpexBohaften  ab  Terrainttnternehiiier  in  d«r  Bodenfrate. 
SUdtrat  Prof.  Dr.  Stein.  F.  a.  M..  Vortrac.  Leipng.  June.  1911.  Wohnungrimngreai. 
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Through  the  medium  of  another  special  fund,  the 
Erbbaudarlehenskasse,  the  city  makes  loans  for  build- 
ings to  be  erected  on  city  property.*  The  land  is 
secured  as  a  rule  for  a  period  of  61  years  for  a  yearly 
interest  payment  of  about  2\%  of  the  land  value. 
Then  sums  to  cover  the  costs  of  building  are  loaned 
to  75%  of  the  entire  costs  (90%  in  the  case  of  city 
employees  and  teachers,  for  single  family  houses) 
at  an  interest  rate  of  4%,  usually.  At  the  end  of  the 
period  for  which  the  contract  is  made,  the  property 
again  reverts  to  the  city,  which  meantime  holds  mort- 
gages on  the  buildings  erected.  Up  to  April  1,  1911, 
139  contracts  had  been  concluded;  13  with  building 
associations,  102  with  public  officials  and  teachers, 
and  24  with  private  persons.^  The  entire  sum  loaned 
for  building  purposes  amounted  to  4,778,000  m.,  the 
working  capital  being  provided  from  the  proceeds 
of  a  city  loan  (400,000  m.)  and  through  sums  obtained 
from  the  city  savings  bank,  the  Spezialkasse  (loan 
of  3,236,000  m.)  and  a  widows'  insurance  fund.  The 
Erbbaudarlehenskasse  has  also  invested  in  the  shares 
of  two  building  companies  engaged  in  the  construction 
of  small  dwellings.  As  a  result  of  operations  in  1910- 
11,  a  very  small  balance  was  achieved  in  addition  to 
the  payment  of  interest  on  the  working  capital,  and 
amortisation  pajrments  on  the  loan. 

The  Strassenneubaukasse '  (fund  for  the  construc- 
tion of  new  streets),  founded  in  1893,  has  charge  of 
the  construction  of  new,  and  the  broadening  of  existing 
streets  in  the  older  city  district.    Here  a  great  work 


1  Voiebunc  itidtlMliM  GdindM  im  Eibbannoht  (1901),  NaniiiIbMtiiiimunce&. 
Cf  >  BOrscTbiich. 

*  StadtkAmznerd.  pp.  7  and  20,  SondAnbdruok. 

*  Cf.  BOiierbtioh,  QpMialksMe  lur  DurahfOhnmc   imoot  BtmseniOte  in  dar 
Altatadt  (1803). 
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has  been  accomplished  in  the  tearing  down  of  unsani- 
tary buildings,  and  in  the  opening  up  of  congested 
districts.    The  costs  of  the  project  have  been  defrayed 
out  of  loans  obtained  from  the  city,  the  total  out- 
standing indebtedness  (including  balances  owing  of 
3,308,600  m.)   amounting  to  24,886,000  m.  (April  1, 
1911).    In  addition  a  fixed  sum  from  ordinary  income 
is  transferred  by  the  city  to  the  account  of  tiiis  fund, 
170,000  m.,  and  the  returns  from  the  transfer  tax  to 
1  J%  of  the  purchase  price  of  the  property  sold.*    There 
is  also  a  certain  amount  of  income  obtained  from 
rents,  sales  of  property,  etc.,  for,  after  the  building 
plans  had  been  completed,  the  fund  was  left  in  control 
of   real  estate  valued   at   more  than   19,000,000  m. 
Some  of  the  property  is  built  upon,  and  is  temporarily 
rented,  altho  it  is  designed  eventually  to  tear  down 
many  of  these  buildings  as  unfit.    Meanwhile,   an 
unbuilt  area  of  nearly  7  acres,  value  11,341,000  m., 
has  yet  to  be  disposed  of,  and  its  utilization  presents 
a  sufi^ciently  difficult  problem  for  the  present.    Much  of 
this  property  was  destined  for  business  purposes,  shops, 
etc.,  as  it  is  in  an  imsuitable  location  for  dwellings. 
But  the  shopkeepers,  too,  are  moving  farther  west, 
and  only  in  a  few  instances  has  the  land  been  taken  up. 
The  city  has  b^im  slowly  to  build  on  its  own  account, 
but  the  outlook  is  not  extraordinarily  favorable,  and 
no  easy  task  is  anticipated.' 

Altho  as  an  independent  fund  the  Strassenneu- 
baukasse  is  charged  with  interest  and  amortisation 
pajrments  on  its  debt,  it  is  not  to  be  expected  that 
it  should  be  self-supporting.  In  addition  to  the  cur- 
rent transfers  already  mentioned,  a  further  deficit, 
835,000  m.,  was  met  from  the  proceeds  of  loans,  1910- 

1  SUdtkimmerei,  Soaderabdruok,  pp.  21.  23. 
•  (Statement  OberbQrcermettter  Adioket.] 
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11,  and  further  deficits  are  similarly  provided  for  in 
1911-12  and  1912-13.^ 

The  Allgemeine  Grundbesitzverwaltung  or  Stadtk&m- 
merei  (General  Administration  of  Landed  Properties) 
is  managed  as  a  branch  of  the  general  city  administra- 
tion, altho  it,  too,  might  very  well  have  been  made 
into  a  separate  department.  In  addition  to  having 
control  of  the  administrative  and  other  public  build- 
ings, the  department  has  imder  its  supervision  rented 
buildings  valued  at  over  30,000,000  m.  Some  idea 
of  the  importance  of  the  city  as  a  landlord  is  to  be  had, 
if  it  be  mentioned  that,  in  1908,  269  apartments  were 
rented  out  to  city  employees  at  rentals  about  30% 
below  the  normal  price  for  similar  accommodations.^ 
The  returns  are  not  given  separately  and  it  is  imf ortu- 
nately  impossible  to  estimate  the  interest  received  on 
the  capital  invested  in  these  buildings.  However,  the 
results  for  one  model  apartment  house  recently  built 
in  the  suburb  of  Bockenheim  have  been  obtained. 
The  building  cost  300,000  m.,  the  land  is  valued  at 
104,310  m.,  the  rentals  amount  to  21,500  m.  Deduct- 
^%  20%  of  that  amount  for  repairs  and  general  upkeep, 
the  interest  on  the  capital  mvestment  amounts  to 
4%,  In  1907-08,  the  last  year  for  which  compara- 
tive statistics  were  available,  the  rentals  from  city 
owned  dwelling  houses  alone  were  stated  to  amount 
to  820,200  m.,  very  nearly  twice  as  much  as  the  returns 
for  Munich,  the  city  of  next  importance  in  this  respect. 

The  city  forest,  a  large  part  of  which  was  acquired 
in  the  14th  century,  is  also  under  the  control  of  the 
Stadtkammerei.  It  covers  an  area  of  8,459  a.  (mostly 
wooded),  and  the  returns,  obtained  largely  from  the 
sale  of  lumber,  bring  in  a  net  income  of  153,250  m.* 

1  Hanahaltoplan.  1912-13.  p.  524. 

«  BuMh.  "  Gemeindabetriebe  "  authority  for  this  stotemaiit. 

*  Verwaltunffrt>erioht  and  Hauahaltsplan. 
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There  has  next  to  be  considered  an  extraordinary 
source  of  income  without  which  a  vast  number  of 
communal  activities  could  never  be  developed:  namely, 
the  sums  obtained  from  loans,  which  generally  take  the 
form  of  bond  issues.  Contemplated  communal  loans 
must,  as  has  been  previously  stated,  receive  the  approval 
of  the  central  government,  and  judging  from  the  heavy 
indebtedness  of  the  local  political  units,  that  approval 
has  not  been  difficult  to  secure  in  the  past.  For  the 
future,  however,  as  a  result  of  the  rapidly  increasing 
debt-burden,  the  supervising  authorities  have  deter- 
mined upon  a  severer  policy.  It  has  also  been  decided 
to  raise  the  amortisation  quotas;  the  repajrment  of 
loans  contracted  for  so-called  unproductive  purposes 
must  be  provided  for  at  the  rate  of  l\%  at  the  very 
least,  and  for  the  productive  loans  2%  is  the  lower 
limit. 

Frankfort  has  an  extraordinarily  large  debt  for  a 
city  of  its  size  —  somewhat  over  288,000,000  m.  for 
a  population  of  414,576,  of  which  234,562,800  m. 
represents  the  funded  debt.^  The  rest  is  largely 
outstanding  balances  and  mortgage  indebtedness  of 
the  general  administration  for  city  lands  and  of  the 
Spezialkasse.  This  very  large  \mf  unded  debt  is  peculiar 
to  Frankfort,  as  in  other  municipalities  the  amount  of 
the  floating  debts  is  quite  unimportant.  In  1907, 
when  the  city  had  a  debt  of  222,947,700  m.  (population 
355,312)  the  per  capita  indebtedness,  627  m.,  was 
far  greater  than  that  of  any  other  German  city,  Frei- 
burg following  with  527  m.,  Charlottenburg,  484  m., 
Wiesbaden,  463  m.,  and  Munich,  431  m.'  Since  that 
time  the  per  capita  indebtedness  has  risen  to  694  m. 

I  Cf.  VenraltmigilMrioht,  1910-11  (Reohnti-unt)  and  ■bo  H*i]aluilt«p1ao. 
•  Pfitnar,  p.  8  ff.    Stelistioi  inolude  unfunded  m  well  m  funded  debt. 


Digitized  by 


Google 


FRANKFORT-ON'THE-MAIN  366 

(191  l)y  despite  the  incorporation  of  suburbs  materially 
increasing  the  population  of  the  city  (in  April,  1910).^ 

The  wealthier  the  city,  the  easier  the  terms  upon 
which  loans  can  be  obtained,  and  the  more  heavily, 
therefore,  can  it  afford  to  draw  upon  its  credit  resources. 
That  Frankfort  has  taken  advantage  of  its  excellent 
repute  as  a  borrower  to  spare  its  tax  payers  is  evident 
from  the  fact  that  other  cities  with  well-developed 
municipal  activities  of  a  similar  sort,  and  with  hi^er 
tax  ratesi  have  a  smaller  per  capita  indebtedness. 
The  question,  however,  as  to  whether  a  corporate 
body  is  or  is  not  heavily  debt-burdened  depends  after 
all  upon  the  disposition  which  has  been  made  of  the 
proceeds  of  the  loans  obtained.  When  these  sums 
have  been  invested  in  such  a  way  that  the  interest 
and  the  required  amortisation  payments  can  be  met 
(not  to  mention  the  cases  in  which  net  surpluses  are 
retiuned),  the  debt  is,  of  course,  no  burden  and  may 
be  a  source  of  additional  income.  According  to  the 
official  statistics,  the  funded  debt  of  Frankfort  to  the 
amount  of  171,866,000  m.  is  so  invested  that  it  can  be 
drawn  on  to  meet  the  interest  and  amortisation  pay- 
ments on  the  loans  in  question,  leaving  an  unproduc- 
tive debt  of  62,696,000  m.«  for  which  mterest  aftd 
amortisation  payments  amounting  to  3,328,000  m. 
have  to  be  met  out  of  current  income.*  The  state- 
ment, tho  formally  correct  is  misleading,  for  in  certain 
cases  what  is  taken  from  one  pocket  is,  so  to  speak, 
merely  transferred  to  another.  The  Spezialkasse,  for 
example,  tho  responsible  for  interest  and  amortisation 

>  In  1911  a  further  spedAl  lo«n  (not  yet  iasued,  however)  wm  authorifled  for  Und 
puiehMM  to  the  amount  of  82,600,000  m. 

The  proepeoUTe  funded  debt  aa  eetimated  for  Mar.  81, 1912:  241,678,000  m. 

*  Of  this  ram,  3.676,800  m.,  had  not  been  iaraed  up  to  Mar.  81,  1911.  Ita  iarae 
waa  eontemplated,  however,  during  the  enauing  year. 

•  Reehnel-Amt,  p.  84,  Sooderabdniok. 
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psryments  on  its  large  funded  debt  has  recurrent 
deficits  in  excess  of  these  sums,  which  have  to  be  met 
by  loans.  The  Strassenneubaukasse  likewise  receives 
annual  dotations  in  excess  of  the  sums  for  which  it  is 
debited  for  interest  and  amortisation  pa}rments.  Of 
the  121,465,000  m.  of  the  funded  loan  invested  in 
communal  undertakings  (Gemeindebetriebe)  not  all 
is  so  placed  that  interest  and  amortisation  payments 
as  well  as  all  other  expenses  can  be  covered.  The 
case  of  the  East  Harbor,  for  example,  has  been  discussed. 
No  doubt  it  will  some  day  prove  a  productive  invest- 
ment, but  for  the  present  it  is  not  so.  A  number 
of  other  undertakings  are  likewise  not  entirely  self-sup- 
porting, it  will  be  remembered,  altho  in  general  it  can 
be  said  that  these  are  rather  unimportant  exceptions 
to  the  rule.^  Of  the  remaining  funded  debt,  a  large 
part,  nearly  38,000,000  m.,  was  incurred  for  the  con- 
struction of  administrative  buildings,  public  schools, 
hospitals,  almshouses,  museums,  and  churches.  The 
cemeteries,  with  a  capital  indebtedness  of  2,755,000  m., 
bring  in  substantial  returns  and  the  debts  incurred 
for  the  building  of  houses  to  be  rented,  3,402,000  m., 
included  under  the  general  administration,  are  pro- 
ductively invested,  altho  it  is  unlikely  that  amortisa- 
tion as  well  as  interest  pajrments  could  be  covered  by 
the  returns. 

The  percentage  distribution  of  the  funded  debt  as 
computed  from  statistics  given  in  the  latest  Verwal- 
tungsbericht  are  rather  interesting,  altho  for  compara- 
tive purposes  they  are  not  as  illuminating  as  might  be 
expected,  especially  in  the  case  of  the  conununal 
industries.    The  amount  of  the  indebtedness  of  the 

1  The  advanoe  to  the  canaliMttion  department  is  insignificant.  The  gas  works 
of  Heddernheim  would  more  than  meet  interest  payments  without  a  dotation.  The 
Verbindung»-  und  Hafenbahn,  however,  receives  an  advance  nearly  equal  in  amount 
to  the  interest  and  amortisation  payments.  The  bathing  establishments  require  an 
advanoe  exceeding  the  amount  of  the  interest  and  amortisation  payments. 
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latter  depends  very  much  upon  the  date  of  the  estab- 
lishment of  the  industry.  The  statistics  are,  however, 
given  for  what  they  are  worth.  On  April  1,  1911 
the  water  works  accounted  for  11.3%  of  the  funded 
debt;  the  electricity  works  were  responsible  for  7.3%; 
the  street  railway,  8.4%;  canalisation,  4.7%;  and 
slaughter  house  and  stock  yards,  3.36%.  The  debt 
resting  on  the  harbors  was  naturally  large,  because  of 
the  recently  incurred  outlay  for  the  East  Harbor  — 
over  17.7%.  The  debts  incurred  for  "  city  building," 
the  carrying  through  of  new  streets,  and  the  re-building 
of  old  ones  (excluding  the  operations  of  the  Spezialkasse) 
were  also  very  large:  12%  of  the  total.  The  funded 
debt  of  the  Spezialkasse,  together  with  the  debts 
incurred  by  the  general  administration  for  land  pur- 
chases, reached  19%  (to  say  nothing  of  the  very  large 
unfunded  debt).  TTie  expenditures  for  school  build- 
ings constituted  7.1%  of  the  public  debt,  for  administra- 
tion buildings  3.5%,  for  almshouses  and  hospitals 
3.2%. 

It  is  not  to  be  denied  that  the  "  unproductive  debt," 
using  the  term  in  the  narrow  business  sense,  is  absolutely 
large,  and  that,  furthermore,  some  part  of  the  expendi- 
tures, especially  those  incurred  for  building  operations, 
might  better  have  been  met  out  of  current  income  or 
out  of  funds  built  up  by  regular  annual  contributions. 
For  such  expenditures,  tho  extraordinary  in  one 
sense  of  the  word,  are  as  a  matter  of  fact  recurrent  in 
the  sense  that  in  growing  and  progressive  communities 
similar  outlays  have  to  be  periodically  made,  and  can  be 
confidently  anticipated.  If  the  city  wishes  to  avoid 
steadily  increasing  its  debt,  other  sources  of  revenue 
must  be  found  for  some  of  these  expenditures.  The 
existing  provisions  for  amortisation,  altho  leading  to 
a  more  rapid  extinction  of  the  debt  than  is  usuid  in 
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many  cities,  nevertheless  hold  out  no  present  hopes 
that  the  cancellation  of  existing  debts  is  likely  to  pro- 
ceed, pari  passu  with  the  creation  of  new  ones.^  In 
1910^11,  the  last  year  for  which  full  statistics  are 
available,  over  17,641,000  m.  in  new  loans  was  issued, 
the  proceeds  to  the  amount  of  10,493,000  m.  going 
to  the  municipal  industries;  3,865,500  m.  to  the 
Spezialkasse;  the  rest  for  various  purposes.  During 
the  year  in  question,  amortisation  pajrments  did  not 
quite  amount  to  4,900,000  m.  During  the  past  year  a 
loan  increase  of  over  16,000,000  m.  had  as  offset 
amortisation  pajrments  amounting  to  5,538,000  m. 
However  excellent  its  standing,  a  city  cannot  indef- 
initely increase  its  obligations.  Indeed,  the  extensive 
exploitation  of  their  credit  on  the  part  of  the  German 
municipalities  brings  a  complaint  from  the  cities 
themselves  that  capital  is  increasingly  difficult  to 
obtain,  the  general  rate  of  interest  now  being  4%, 
whereas  earlier  3}%  was  usual.'  On  the  other  hand 
the  business  world  at  large  sees  in  the  municipalities 
dangerous  competitors  for  the  capital  desired  to  further 
the  expanding  industrial  and  conmiercial  interests  of 
the  country.* 

Frankfort  has  established  a  number  of  special 
building  funds  which  are  designed  to  provide  the 
means  of  defraying  construction  costs  without  constant 
recourse  to  loan  issues.    If  this  policy  continues  to  be 

>  Cf.  VenraltuDgsberioht.  The  amortisation  rates  for  the  earlier  loans,  1%,  have 
been  raised  of  late  years,  usually  to  li%,  more  lately,  to  2%,  and  for  a  vedal 
loan  for  land  imrohaaes,  1007,  3i%. 

>  Naturally  other  more  general  oauses  have  influenced  the  rise  in  intereet  rates. 

*  Frankfort  maintains  a  city  debt  registry  (Sohuldbuoh).  On  the  rdinquishment 
of  the  city  securities  held  by  investors,  the  city  will  take  eharge  of  interest  payments, 
eto.  A  small  fee,  50  pf .  is  required  for  each  1,000  m.  The  payment  of  interest  follows 
either  directly  or  through  payment  into  savings  accounts,  the  Reiehsbank,  post- 
office  or  other  dengnated  depository.  Strict  secrecy  is  observed  concerning  the 
amount  of  indivkiual  investments.  At  the  end  ol  March,  1011,  054  accounts  with 
over  31,000,000  m.,  were  recorded. 
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vigorously  pursued,  some  part  of  the  "  unproductive  " 
debt  can  for  the  future  be  kept  within  bounds  if  not 
actuaUy  reduced  in  amount.  The  general  building 
fund,  for  example  (Allgemeine  Baufonds))  and  the 
building  fund  for  the  common  (Volks-)  and  middle 
schools  receive  dotations  from  ordinary  current  revenues 
exclusively:  672,366  m.  and  1,600,000  m.  respectively 
in  1910-11.^  On  the  other  hand  the  hospital  building 
fund  (Ej'ankenhausbaufonds),  and  the  building  fund 
for  continuation,  trade,  and  higher  schools  (Baufonds 
ftkr  Fortbildungs-,  gewerbliche  und  hohere  Schulen), 
altho  receiving  sums  obtained  from  ordinary  sources 
of  revenue  (aus  dem  Ordinarium),  depend  for  the 
most  part  upon  the  proceeds  of  loan  issues.  The 
former  fund,  for  example,  1910-11,  received  1,287,- 
460m.  from  loans;  only  211,180m.  from  the  "Ordi- 
narium"; the  latter  fund  obtained  3,286,900  m.  (loans) 
and  672,366  m.  (Ordinarium).'  Among  the  minor 
funds,  the  Fund  for  Pubhc  Improvement  and  Education 
(Volksbildungsfonds)  and  the  Fund  for  the  Futherance 
of  Trade,  Art,  and  Science,  also  receive  small  yearly 
dotations,  fixed  at  100,000  m.  and  160,000  m.  respec- 
tively. 

Another  very  important  fund  is  the  renewal  and 
reserve  fund  (Emeuerungs-  und  Reservef onds)  belong- 
ing to  the  communal  industries.  As  a  result  of  financial 
need,  the  fund  has  lately  been  less  well  endowed,  in 
some  cases  no  transfers  whatever  being  made  to  this 
account.  The  result  is  that  the  size  of  the  fund 
(as  estimated  1912),  9,702,000  m.,  is  less  than  it  was 
April  1,  1911,  9,988,000  m.,'  and  still  less  than  3  years 
prior  to  that  time  when  it  amounted  to  10,100,000  m. 

1  HMuhidtsplan.  1913-13.  pp.  6»-M0. 

s  Ibid. 

>  Cf.  '*  Anmarkungon,"  p.  640,  Haushidtoplaii.  1912-13. 
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The  falling  off  in  the  renewal  funds  is  matter  for  serious 
comment.  Where  such  funds  are  insufficient,  the 
evil  effects  upon  the  city  finances  are  plain:  either 
an  imusually  heavy  drain  upon  current  revenues  to 
meet  a  suddenly  increased  need,  or  else  fresh  loans  to 
meet  expenditures  that  should  have  been  defrayed 
out  of  income.  The  other  alternative,  depreciation 
of  the  existing  capital  investment  would  mean  an 
economic  loss  out  of  all  proportion  to  any  slight  mone- 
tary saving.  As  to  whether  or  not  the  fund  is  at 
present  adequate,  is  a  matter  for  expert  decision. 
As  the  magistracy  states  in  a  preface  to  the  provisional 
city  budget  for  1912-13:  ''  It  remains  to  be  seen  in  the 
course  of  the  following  year,  to  what  extent  the  amoimt 
of  these  sums  stands  in  agreement  with  the  amoimt 
written  ofiF  for  depreciation  on  the  investment  capital, 
taking  into  consideration  the  amount  of  the  loan 
capital  actually  repaid.  For  the  tune  being  a  further 
weakening  of  this  reserve  is  not  to  be  reconunended." 
In  the  same  preface  it  is  also  said:  '^  In  the  case  of  the 
management  of  particular  undertakings,  a  reduction 
of  the  originally  contemplated,  calculated  transfers 
to  the  renewal  funds  has  already  taken  place.  In  the 
case  of  the  electricity  plant,  whose  renewal  fimds 
show  a  falling  ofiF  against  1907,  no  transfers  are  made. 
The  same  is  true  of  the  water  works.  To  the  renewal 
fimd  of  the  street-car  system,  which,  despite  the 
opening  up  of  many  new  lines,  is  less  than  it  was  in 
1907,  are  only  made  good  those  expenditures  which 
have  been  defrayed  out  of  it."  ^ 

Lastly  to  the  Equalization  Fund  (Ausgleichsfonds) 
are  transferred  unexpected  surpluses,  while  from  it 
unforeseen  deficits  are  met.    The  fund  has,  however, 

>  Entwurf  des  HauahaltspUnM  der  Stadt,  101^13.  Vortng  betr.  d«a  Haus- 
baltaplan  fOr  das  Rachnuogaiahr,  1012. 
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suffered  the  natural  fate  of  such  institutions,  and,  as  a 
result  of  having  been  turned  to  account  to  meet  antic- 
ipated instead  of  accidental  deficits,  it  has  declined 
almost  to  the  vanishing  point. 

Of  the  25,567,000  m.  required  to  meet  the  ordinary 
financial  needs  of  the  general  city  administration, 
21,265,000  m.  was  covered  by  taxes  (1910-11),  while 
3,617,000  m.  represented  balances  turned  over  by  the 
communal  imdertakings.^  The  ordinary  expenditures 
can  only  be  briefly  enumerated,  for  any  one  branch 
of  the  general  administration  affords  in  itself  material 
for  an  extensive  study.  The  expense  incurred  for 
schools  is  by  far  the  most  important  single  item,  as 
is  usually  the  case  in  the  larger  cities:  7,422,000  m. 
(including  sums  transferred  to  the  building  funds). 
Next  in  importance  come  the  expenditures  for  poor 
relief,  hospitals,  and  philanthropic  undertakings,  the 
advances  amounting  to  over  3,800,000  m.  The  Tief- 
bauamt,  which  has  charge  of  street  inspection,  street 
cleaning,  bridges,  etc.,  required  a  sum  of  3,120,000  m. 
(1910-11),  and  the  Hochbauamt,  which  includes  the 
fire  department,  building  inspection,  city  gardening, 
is  next  in  importance  with  2,198,000  m.*  Of  late 
years  the  expenditures  for  schools,  police,  sick  and  poor 
relief  have  increased  enormously.  Between  1895  and 
1910,  the  increase  for  schools  amoimted  to  309.98%; 
for  police,  282%;  for  poor  relief,  280.94%;  for  hos- 
pitals, 405.67%.  The  proceeds  of  the  income  tax, 
on  the  other  hand,  from  which  these  expenses  are,  in 
general,  to  be  met  have  only  risen  194.4%  during  the 

>  Approximately  550,000  m.  was  contributed  by  the  Grundbesitaverwaltung  and 
the  Cemetery  management.  The  total  receipts  from  all  sources.  1910-11,  were  60.910.- 
000  m.;  the  total  expenditures.  50.818,000  m. 

*  The  statistics  given  are  based  on  the  estimates  for  1910-11.  They  do  not  repres 
sent  the  total  expenditures  of  the  several  departments,  but  the  uncovered  expenditure- 
which  have  to  be  met  from  the  current  income  of  the  city. 
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same  period,  altho  the  tax  rate  has  been  increased 
42.8%. 

Considering  the  variety  and  extent  of  the  municipal 
activities  of  the  city,  the  amount  demanded  in  taxes 
is  not  great:  24,563,000  m.  for  a  population  of  414,576, 
(1910-11).  It  needs  to  be  remembered,  however,  that 
the  sum  is  considerably  greater  for  German  conditions 
than  it  would  be  for  American,  and  it  gives,  furthermore, 
in  all  probability,  the  largest  per  capita  taxation 
(59.2  m.)  for  the  whole  of  Grermany.*  On  the  other 
hand,  these  statistics  afford  no  good  idea  of  the  relative 
burden  of  taxation,  as  the  wealth  of  Frankfort  enables 
it  to  secure  more  liberal  retiuns  from  persons  of  large 
income  and  from  the  propertied  classes  to  the  dis- 
burdening of  the  poorer  elements. 

The  policy  which  is  being  pursued  at  present  is  so 
markedly  one  of  expansion  —  ever  increasing  taxation, 
and  ever  growing  indebtedness,  that,  altho  the  city 
has  much  to  show  for  its  efforts,  on  the  one  hand,  it 
will  take  time  to  find  out  how  much  it  has  to  pay, 
on  the  other  hand.  Upon  the  success  or  failure  of 
its  land  policy,  and  of  its  great  harbor  scheme,  a  vast 
deal  depends.  If  the  large  indebtedness  incurred  on 
these  accounts  proves  to  have  been  wisely  contracted, 
the  city  may  be  proud.  Meantime  fresh  loan  issues 
defer  the  day  of  reckoning. 

Anna  Youngman. 

Wbllbblet  College. 

I  StatbtischM  Jahrbuch  deutsoher  SMdto.  17.  Jahrgmng.  p.  362.  In  1907-<». 
Frankfort,  with  a  per  oapita  Ux  of  54.75  m. ,  led  the  80  German  cities  for  which  statbtioe 
were  giyen. 
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ELECTRICAL  RATES  IN  THE  OPINIONS 
OF  THE  WISCONSIN  COMMISSION 

Thb  subject  of  electrical  rates  has  not  received  from 
economists  the  attention  its  intrinsic  interest  warrants. 
The  greater  public  importance  of  railroad  rates  explains 
why  the  theory  of  that  subject  has  been  worked  first.  Mean- 
while electrical  engineers  have  been  developing  ideas  and 
terms  applicable  to  the  rate  problem  of  the  centralnstation 
electrical  industry.  These  ideas  deserve  to  be  incorporated 
into  the  stock  of  economic  thought.  The  opinions  of  the 
Wisconsin  Commission  in  various  electrical  rate  cases  will 
do  much  to  bring  about  this  result.  The  following  comment 
on  some  of  them  is  intended  as  much  to  emphasize  their 
interest  for  students  of  economics  and  the  importance  of 
the  principles  underlying  them,  as  it  is  to  criticize  some 
implications  that  the  writer  believes  to  be  open  to  objection. 

Two  of  the  terms  commonly  used  perhaps  require  defini- 
tion here.  The  "  load  factor  "  is  the  ratio  of  average  to 
maximum  demand  during  a  given  period  of  time.  In  the 
discussion  of  rates  the  term  "  demand  "  is  commonly  used 
in  referring  to  the  maximum  demand  of  a  consumer.  Fre- 
quently, also,  connected  load  or  some  definite  fraction  of  it 
is  treated  as  equivalent  to  ''  demand  "  in  this  sense.  The 
"  diversity  factor  "  is  an  index  of  the  dispersion  of  the 
maximum  demands  of  the  parts  of  a  system  or  of  the  individ- 
uals constituting  a  group  of  consumers,  and  it  may  be  de- 
fined as  the  ratio  of  the  sum  of  the  maximum  demands 
of  component  parts  to  the  maximum  demand  of  a  system. 
These  and  related  ideas  have  elsewhere  been  discussed  by 
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the  writer  in  some  detail,  with  reference  to  the  bases  and 
conditions  of  their  application  in  the  theory  of  rates.^ 

The  familiar  "  fixed  "  and  "  variable  "  costs  of  general 
economic  discussion  appear  in  the  opinions  of  the  Wisconsin 
Commission  as  "  capacity  "  and  "  output  "  costs.  "  Con- 
sumer "  costs,  or  those  incident  to  the  company's  dealings 
with  the  consumer  as  a  separate  conunercial  entity  (e.  g., 
those  due  to  the  installation  and  reading  of  meters  and  the 
collection  of  bills),  are  also  sometimes  given  a  separate  place 
in  the  determination  of  the  form  of  the  rate  schedule.  It 
is  in  connection  with  the  division  of  costs  between  capacity 
and  output,  however,  that  load  factors  are  of  interest.  An 
electrical  company  generates  its  current  at  the  instant  of 
demand,  hence  it  would  seem  to  be  just  to  put  upon  the  con- 
sumer a  "  demand  "  charge  proportioned  to  the  capacity 
required  by  his  greatest  consumption,  and  in  addition  a 
kilowatt-hour  charge  of  so  much  per  unit  of  current  con- 
sumed. This  view  is  accepted  by  the  Wisconsin  Commission 
and  its  rate  schedules  are  framed  accordingly. 

In  the  case  of  the  Menominee  and  Marinette  Light  & 
Traction  Co.  *  (decided  August  3,  1909),  the  Commission 
enters  into  a  full  consideration  of  the  general  principles  at 
the  foundation  of  electrical  rates.  The  section  on  "  Some 
facts  that  should  be  considered  in  rate  making  " '  is  an 
admirable  discussion  of  these  principles  as  relating  to  long 
and  short  hours  of  use  (the  load  factor)  and  is  open  to 
criticism  only  in  that  it  makes  no  mention  or  use  of  the  diver- 
sity factor  and  thus  in  effect  assumes  that  the  maximum 
demand  of  all  users  will  occur  at  the  same  time.  Nor  does 
there  appear  to  be  in  any  part  of  the  opinion  evidence  of 
appreciation  for  this  factor  in  cost.  Capacity  and  output 
expense  are  carefully  separate.  The  problem  of  appor- 
tioning the  undivided  costs  receives  much  attention.     The 

>  "  Load  Factors  and  Rates."  in  the  Report  of  the  New  York  Public  Service  Com- 
minion  for  the  First  District  for  1910,  vol.  iv  (Statistics  of  Gas  and  Electric  Companies). 

*  Opinions  and  Decisions  of  the  Railroad  Commission  of  the  State  of  Wisconsin. 
3  W.  R.  C.  R.  778. 

t  Ibid.,  822. 
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local  separation  which  the  case  calls  for  is  not  of  general 
interest.  In  the  apportionment  for  the  different  branches 
of  the  business  and  between  different  classes  of  consumers 
it  would  have  been  gratifying  to  find  more  evidence  that  the 
Commissioners  were  aware  of  the  properly  differential 
incidence  of  most  overhead  and  fixed  charges  and  of  the 
inadvisability  of  assuming  that,  because  cost  accoimting 
may  require  some  apportionment  of  such  charges  by  the 
use  of  averages,  the  actual  cost  can  be  said  to  vary  according 
to  the  results  so  obtained. 

In  the  Madison  Gas  &  Electric  case  ^  (decided  March  8, 
1910),  there  is  a  section  on  the  "  Form  of  rate  schedule  "  * 
in  which  the  Commission  discusses  the  readiness-to-serve 
system  of  charges.  Mr.  Doherty,  the  principal  champion 
of  this  plan,  who  happened  to  be  the  president  of  the  re- 
spondent company,  was  a  witness  in  the  case.  The  Com- 
mission approves  the  principles  in  question,  and  in  effect 
applies  them  in  this  and  other  decisions.  Their  essence 
is  a  separate  computation  and  separate  charge  for  "  con- 
sumer" and  for  "demand"  or  "readiness-to-serve"  costs. 
In  the  more  general  part  of  the  opinion  there  is  no  reference 
to  the  diversity  factor,  but  in  the  detailed  discussion  of  rate 
schedules  it  is  taken  into  account.  The  street-railway 
customer  of  the  lighting  company  is  conceded  to  be  entitled 
to  a  specially  low  rate  on  this  ground  and  also  because  of 
the  "  additional-business  "  principle.  This  last  is  a  recog- 
nition, under  another  name,  of  the  crucial  importance  of 
prime  cost.  The  opinion  is  not  one-sided,  even  when  it 
leans  most  strongly  toward  readiness-to-serve  ideas.  But, 
in  common  with  Mr.  Doherty,  it  does  appear  to  make  one 
fundamental  mistake.  It  assumes  that  fixed  charges  can 
be  apportioned  in  such  a  way  as  to  be  treated  quite  like 
separate  costs,  and  thus  misses  the  point  of  proper  differen- 
tiation in  rates.  Incidentally  its  rate  schedules  tend  to  a 
troublesome  complexity. 

The  decision  in  the  above  case  prescribes  rates  for  incan- 
descent service  for  residences  and  businesses  as  follows: 

»  4  W.  R.  C.  R.  601.  «  Ibid.,  656. 
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For  current  used  equivalent  to  or  less  than  30  hours'  use 
per  month  of  the  active  connected  load,  14  cents  net  per  kw. 
hr.;  for  additional  current  within  the  next  60  hours'  use, 
8.5  cents;  for  all  current  in  excess  of  90  hours'  use  per  month 
of  the  active  connected  load,  5  cents;  with  a  minimum  bill 
of  $1.00  per  month.  By  a  decision  of  July  5,  1911,*  these 
rates  are  reduced  to  12,  8  and  4  cents  per  kw.  hr.  respec- 
tively. The  rate  established  for  commercial  power  is  50 
cents  net  per  active  horse-power  capacity  per  month,  plus 
4  cents  net  per  kw.  hr.,  with  a  minimum  bill  of  $1.50  per 
month.  The  large  amoimt  of  attention  given  to  the  classi- 
fication of  consumers  with  reference  to  their  active  connected 
load  is  noteworthy.  Other  parts  of  the  rate  schedule  are 
not  of  especial  interest  here.  Rates  prescribed  in  the 
Menominee  and  Marinette  case  have  the  same  general  char- 
acter. 

More  recent  opinions  of  the  Commission  do  not  appear 
to  develop  further  the  principles  discussed,  but  rather  to 
apply  those  of  the  opinions  already  cited.  The  case  of  the 
Durand  Light  and  Power  Company  as  applicant  for  authority 
to  increase  rates*  (decided  February  3,  1911)  is  of  interest 
because  the  power  comes  from  hydraulic  prime-movers. 
The  schedule  petitioned  for  and  authorized  was  15  cents 
per  active  lamp  per  month,  plus  4  cents  per  kw.  hr.,  with  a 
minimimi  monthly  charge  of  75  cents  per  consumer. 

The  failiu*e  of  the  Wisconsin  Commission  to  take  the  diver- 
sity factor  explicitly  into  account  in  its  rate  schedules  may 
be  due  to  practical  considerations  relating  to  the  difficulty 
or  expense  of  determining  the  time  of  the  peak  of  the  in- 
dividual consumer.  It  may  be  true,  too,  that  the  most 
important  branch  of  the  business  of  these  Wisconsin  com- 
panies is  domestic  lighting  or  has  a  load  curve  of  the  same 
character.  Similarly,  practical  considerations  doubtless 
determine  the  Commission's  course  in  basing  the  computa- 
tion of  capacity  charges  upon  the  consumer's  installation 
or  connected  load,  var3ring  percentages  of  which  are  treated 
as  "  active  "  according  to  the  classification  of  consumers. 

1  7  W.  R,  C.  R.  152.  ■  6  W.  R.  C  R.  334. 
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This  identification  of  "  demand  "  with  "  active "  con- 
nected load  is  a  common  practice,  but  not  one  with  which 
engineers  and  others  are  entirely  satisfied,  for  it  tends  to 
restrict  so-caUed  ''  convenience  "  lighting.  A  more  impor- 
tant objection  in  the  mind  of  the  writer  is  that  by  means  of 
arbitrary  definitions  of  active  connected  load  concessions 
having  no  fomidation  in  the  avowed  rate-determining  prin- 
ciples may  be  surreptitiously  conceded  to  large  consumers 
with  special  bargaining  power. 

The  "  consumer  "  charge  obtains  incidental  and  indirect 
recognition  in  the  Wisconsin  electrical  rate  schedules  in  the 
form  of  the  minimum  monthly  bill.  This  practice  is  ahnost 
universal  among  electrical  companies,  and  is  certainly  not 
open  to  objection  in  principle,  however  annoying  it  may  seem 
to  a  public  that  is  prejudiced  against  any  other  than  a  uni- 
form charge  per  unit  consumed.  In  the  Manitowoc  Gas 
Case  ^  (decided  December  17,  1908),  the  Conmiission  sanc- 
tioned a  rate  system  proposed  by  the  company  which  in- 
volved a  meter  charge  of  25  cents  per  month,  with  an  addi- 
tional charge  per  M  cu.  ft.  for  gas  consumed. 

The  Wisconsin  Commission  seems  in  general  not  to  take 
cognizance  of  the  indeterminateness  of  the  specific  incidence 
of  overhead  costs.  In  its  reasoning  upon  the  facts  it  seems 
to  assume  that  fixed  charges  should  be  apportioned  uni- 
formly and  according  to  some  average,  instead  of  differen- 
tially and  according  to  general  principles  of  economy  and 
public  welfare.  The  tendency  is  noticeable  also  in  its  rail- 
road decisions.  The  frequency  with  which  the  Commission 
has  to  deal  with  compound  utilities,  one  corporation,  for 
example,  often  supplying  electricity,  gas  and  water,  gives 
to  apportionment  questions  more  than  usual  importance. 
Apportionment  of  fixed  charges  is  frequently  an  urgent 
practical  need.  But  the  serviceability  of  a  rule  of  appor- 
tionment does  not  make  it  equivalent  to  a  principle  deter- 
mining separable  costs.  Accountants  and  engineers  are 
too  likely  to  fail  to  make  enough  of  the  distinction  between 
actually    separable    costs   and    schematically    apportioned 

»  8  W.  R.  a  R.  163. 
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joint  costs.     Nor  do  they  perceive  the  gradations  between 
these  extremes. 

The  conspicuous  merit  of  these  Wisconsin  opinions  and 
decisions  is  that  they  squarely  face  the  issue  of  differentiation 
in  electrical  rates  (as  also  in  gas  and  water  rates)  and 
attempt  to  get  at  underlying  principles  properly  determining 
why  different  classes  of  consumers  may  be  charged  different 
rates.  The  same  cannot  be  said  of  all  regulative  bodies. 
If  the  Wisconsin  Commission's  work,  which  in  this  sense  is 
of  pioneer  character,  is  not  beyond  criticism  as  regards  its 
theoretical  implications,  that  is  a  small  matter.  As  has 
been  indicated,  the  view  of  the  writer  is  that  fixed  charges 
should  not  be  apportioned  absolutely  according  to  some 
scheme  for  dividing  joint  costs  but  should  be  treated  differ- 
entially according  to  general  economic  and  moral  principles. 
Among  the  economic  principles  in  question,  regard  for  load 
and  diversity  factors  is  of  great,  perhaps  of  dominant,  tho 
not  of  exclusive,  importance.  These  factors  are  to  be  used, 
not  as  mathematical  rules,  but  as  guides  of  commercial 
policy. 

G.  P.  Watkins. 


RAILWAY  RATES  AND  JOINT  COST  ONCE  MORE 

In  his  recent  volume  on  Wealth  and  Welfare^  Professor 
Pigou  dissents  from  the  widely  accepted  view  that  the  adjust- 
ment of  railway  rates  is  explicable  largely  on  the  principle 
of  joint  supply.  As  he  has  referred  to  me  as  sponsor  for 
the  current  view,  I  state  why  he  seems  to  me  not  to  have 
proved  his  case. 

Two  questions  are  presented:  one,  how  far  there  is  in 
fact  joint  supply  for  railway  services;  the  other,  whether 
the  services,  if  so  supplied,  are  or  are  not  homogeneous. 

>  A.  C.  Pigou.  Wealth  and  Welfare,  London  and  New  York:  MaoMillan,  1012. 
See  ohapter  zii.  The  Special  Case  of  Railway  Rates. 
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1.  On  the  first  question;  I  am  glad  to  find  myself,  at  least 
in  part,  agreeing  with  Professor  Pigou.  He  says  that ''  the 
supply  of  transport  from  A  to  B  and  of  transport  from  B  to  C 
are  not  joint  to  any  appreciable  degree.''  True,  —  assum- 
ing that  the  distances  A-B  and  B-C  are  such  as  to  make 
good  units  for  operation.  If  the  distances  from  A  to  B, 
and  then  from  B  to  C,  are  small,  the  expenses  of  operation 
will  be  largely  joint.  But  if  the  stretches  are  large  enough,  — 
if  B  is  a  ''  division  point,"  —  each  has  in  the  main  its  own 
expenses  of  operation  as  well  as  its  own  road-bed  and  other 
plant;  and  the  element  of  joint  cost  is  small.  Nor  has  it 
been  maintained,  so  far  as  I  know,  that  the  principle 
bears  on  such  cases.  And  for  the  very  reason  that  it  does 
not,  the  questions  of  "  local "  discrimination  are  different 
from  those  of  classification.  Classification  (whether  of 
passengers  or  freight)  is  the  one  special  phenomenon  ex- 
plained, and  doubtless  to  be  justified,  on  the  ground  of  joint 
cost.  Rates  made  without  regard  to  distance,  or  varying 
inversely  to  distance  (the  larger  rate  on  the  shorter  haul), 
are  not  ordinarily  so  to  be  explained  or  justified.  Some  more 
or  less  vague  conviction,  that  the  two  cases,  —  distance 
rates  and  classified  rates,  —  are  different,  accounts  for  the 
greater  stringency  of  legislative  and  administrative  regula- 
tion for  distance  rates.^ 

There  is  an  intermediate  case,  however,  where  even 
distance  rates  may  give  scope  for  the  principle  of  joint 
cost:  the  case,  namely,  where  some  goods  are  carried  from 
A  to  B,  and  others  are  carried  from  A  to  B  en  r(yuJLe  to  C. 
If  the  local  traffic,  from  A  to  B  only,  does  not  fully  utilize  the 
road-bed,  and  perhaps  does  not  even  fully  utilize  the  mini- 
mum of  traction  and  signalling,  there  is  a  case  of  joint 
cost.*  As  regards  this  case,  which  leads  to  the  long  and 
short  haul  problem,  I  am  not  convinced  that  Professor 
Pigou  has  been  successful,  in  the  later  parts  of  his  chapter,' 
in  controverting  the  reasoning  of  President  Hadley. 

>  No  doubt  the  rivalry  between  cities  and  producing  districts  serves  also  to  account 
for  the  larsp  part  played  by  this  sort  of  regulation. 

*  See  what  has  been  said  by  Mr.  M.  O.  Loreni,  in  this  Journal,  vol.  zzi.  pp. 
283-298.  especially  pp.  285  seq. 

•  Wedth  and  Welfare,  p.  228. 


Digitized  by  VjOOQ IC 


380  QUARTERLY  JOURNAL  OF  ECONOMICS 

But  it  is  to  the  comp>aratively  simple  case  of  the  trans- 
port of  different  commodities  over  one  stretch,  —  from  A 
to  B,  —  that  the  reasoning  in  question  chiefly  applies.  Here, 
it  seems  to  me,  there  is  in  fact  joint  cost.  Professor  Pigou 
admits  that  such  is  the  fact  in  one  conspicuous  case,  —  that 
of  back  loading.  Now,  in  back  loading  as  in  other  cases 
where  "  discriminating  *'  rates  are  made,  it  cannot  be  said 
that  a  raih-oad  **  necessarily '*  (I  follow  Professor  Pigou's 
example  in  italicizing  the  word)  puts  on  the  market  a  supply 
of  one  kind  of  service  when  it  supplies  another  kind.  There 
are  always  some  separable  expenses;  and  these  set  the 
minimum  charge  for  the  particular  service.  For  example, 
in  the  case  of  back  loading,  there  are  the  terminal  expenses 
and  the  extra  cost  of  hauling  a  loaded  train  over  that  of  an 
empty  one.  A  railroad  does  not  necessarily  put  freight 
into  its  empty  return  cars.  Similarly,  it  does  not  necessarily 
supply  passenger  carriage  when  it  supplies  freight  carriage, 
or  coal  transport  by  the  same  act  with  copper  transport. 
The  ground  for  declaring  these  different  sorts  of  services 
to  be  put  on  the  market  as  a  joint  supply,  is  that  the  greater 
part  of  the  total  expenses  are  joint,  and  that  a  railway  must 
offer  all  the  services  in  order  to  make  its  investment  worth 
while.  If  a  railway's  entire  plant  could  be  worked  to  the 
full  for  one  kind  of  traffic  only,  —  as  with  a  logging  road 
in  our  American  lumber  regions,  or  a  road  which  carried 
coal  only,^  —  the  principle  of  joint  cost  would  have  no 
application.  To  repeat,  it  is  the  phenomenon  of  classifica- 
tion, universal  in  railway  practice,  which  is  the  salient 
consequence  of  the  joint  cost  of  railway  service;  and  this 
results  from  the  fact  that  a  railway,  to  utilize  its  full 
capacity,  must  ordinarily  provide  various  sorts  of  transport 
over  one  stretch,  —  from  A  to  B,  —  and  that  for  these  its 
expenses  are  joint. 

2.  The  second  question  is  best  presented  by  quoting 
from  Professor  Pigou's  pages: 

1  An  approach  to  this  situation  appears  in  the  recently  constructed  Virginian 
Railway,  which  runs  from  the  coal  fields  of  West  Virginia  to  tide-water  on  Chesapeake 
Bay,  and  of  whose  trmiBo  eighty  per  cent  is  coal. 
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''  Professor  Taussig  himself  admits  that  the  use  of  a 
very  large  fixed  plant  fcr  varied  purposes  ^  is  essential  to 
the  operation  of  joint  cost.  He  states  in  express  terms: 
'  Where  a  large  plant  is  used  for  producing  one  homogeneous 
commodity,  —  say  steel  rails  or  plain  cotton  doth,  —  the 
peculiar  effects  of  joint  cost  cannot,  of  course,  appear.' 
A  sufficient  answer  to  his  thesis,  therefore,  is  to  observe 
that  the  carriage  of  tons  of  different  things  from  A  to  B  is 
a  single  homogeneous  commodity,  on  precisely  the  same 
footing  as  plain  cotton  cloth.  The  fact  that  some  '  carrying 
of  tons '  is  sold  to  copper  merchants  and  some  to  coal  mer- 
chants does  not  imply  that  two  different  services  are  being 
provided,  any  more  than  the  fact  that  some  plain  cotton 
cloth  is  sold  in  England  and  some  is  sold  abroad  implies 
that  two  different  commodities  are  being  provided.  .  .  . 
The  popular  acceptance  of  the  contrary  view  can  only  be 
due  to  the  fact  that  we  happen  to  speak  of  '  transport  of 
copper'  and  'transport  of  coal,'  instead  of  speaking  of 
transport  sold  to  copper  merchants  and  transport  sold  to 
coal  merchants.  An  accident  of  language  has  caused  an 
important  field  of  economic  inquiry  to  be  dominated  by  a 
doctrine  which  is  essentially  unsound."  * 

Is  it  possible  that  an  accident  of  language  has  misled  Pro* 
fessor  Pigou  ?  True,  railways  always  supply  "  transport," 
or  (to  use  another  phrase  that  sometimes  crops  up  in  the 
text-books)  ''place  utiUty."  In  this  sense  they  supply 
a  single  sort  of  thing,  or  a  homogeneous  commodity.  But 
I  submit  that  they  do  not  supply  commodities  or  services 
which  are  homogeneous  in  the  sense  important  for  the 
purpose  in  hand,  —  namely,  as  regards  the  conditions  of 
demand.  To  illustrate:  the  different  grades  of  beef,  —  ten- 
derloin, sirloin,  rump,  round,  fiank  (I  use  the  American  terms), 
—  are  all  "  beef,"  and  in  this  sense  are  homogeneous.  But 
they  have  differing  demand  schedules,  and  for  that  reason 
present  the  peculiarities  resulting  from  joint  supply.      If 

>  The  itelies  acmin  are  ProfeoBor  Pigou's. 
*  Wealth  and  Welfare,  pp.  216,  217. 
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all  had  the  same  demand  schedule,  then  and  then  only 
would  they  be  homogeneous  commodities  for  the  purposes 
of  the  reasoning  here  under  consideration.  So  as  regards 
cotton  fibre  and  cotton  seed  (the  most  striking  case  of 
joint  supply  I  know):  the  reason  why  their  prices  are  dif- 
ferently influenced  by  an  increase  of  supply  is  that  the 
demand  curve  for  seed  is  different  from  that  for  fibre;  it 
starts  (doubtless)  at  a  lower  point  and  has  a  different  in- 
clination. The  same  test  is  to  be  applied  to  railway  trans- 
port; and  when  it  is  applied,  can  a  doubt  arise  that  the 
services  are  of  varied  sorts  ?  To  refer  to  Professor  Pigou's 
own  illustration,  the  demand  schedule  for  the  transport 
of  copper  is  very  different  from  that  for  the  transport  of  coal. 
Copper  has  large  value  for  small  bulk,  and  copper  can 
''  stand  "  a  rate  which  would  be  prohibitory  on  coal.  Pro- 
fessor Pigou  himself,  in  the  later  parts  of  his  discussion, 
repeatedly  refers  to  the  differences  in  demand  prices  for 
different  sorts  of  transportation.^  This  seems  to  grant 
the  essential  thing. 

Let  me  illustrate  further  by  referring  to  another  case 
adduced  by  Professor  Pigou.  His  argument,  he  explains,* 
is  not  applicable  to  the  case  of  "  one  sort  of  thing  produced 
at  two  different  times  ...  as  electricity  furnished  by  day 
for  power  and  electricity  furnished  by  night  for  light "  ; 
which  "may  reasonably  be  regarded  as  jointly  suppUed." 
True,  they  may  be  reasonably  so  regarded.  Here  again 
we  have  two  commodities  which  may  be  said  in  one  sense 
to  be  homogeneous,  or  of  one  sort:  it  is  electricity  that  is 
supplied  in  both  cases.  The  reason  why  the  principle  of 
joint  cost  serves  to  explain  differences  in  price  is  that 
electricity  for  power  by  day  cannot  be  disposed  of,  unit  for 
unit,  at  as  high  a  price  as  electricity  for  light  by  night. 
The  demand  schedules  for  the  two  are  different;    in  this 

>  Thus  at  pttse  223,  the  demandB  of  the  xioh  for  XMMenger  tnuiqwrt  are  eaid  to 
have  demand  prioes  higher  than  the  demanda  of  the  poor,  —  henoe  higher  rates  for 
first-dasB  XMMengera;  at  page  224,  the  demands  for  the  transportation  of  more  valu- 
able goods  are  said  to  have  demand  prioes  higher  than  those  of  goods  less  valuable,  — 
hence  freight  oUsiifioation  on  the  basis  of  the  value  of  the  commodities. 

>  Note.  p.  217. 
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essential  regard,  they  are  not  homogeneous.  Given  this 
difference,  and  we  have  the  conditions  for  applying  the 
theory  of  joint  supply.  As  it  happens,  railway  freight 
and  passenger  service  are  jointly  supplied,  on  British  lines 
and  on  some  American  lines,  under  nearly  the  same  condi- 
tions as  electricity  in  the  case  adduced  by  Professor  Pigou: 
the  freight  trains  run  chiefly  in  the  night,  and  the  passenger 
trains  chiefly  by  day. 

Professor  Pigou  believes  that  railway  rates  are  discriminat- 
ing in  the  stricter  economic  sense  of  the  word:  that  they  are 
the  result  (preponderantly)  of  monopoly,  and  of  the  monop- 
olistic policy  of  charging  various  strata  of  consumers 
different  prices  for  essentially  the  same  service.  If  this 
were  the  case,  we  should  expect  railways  to  seciure  a  large 
monopoly  revenue.  No  one  set  of  consumers  would  then 
get  the  service  at  less  than  specific  cost  (Professor  Pigou's 
contention  being  that  the  service  is  homogeneous  and  the 
element  of  joint  cost  negligible);  while  those  who  paid 
the  higher  discriminating  price  would  contribute  hand- 
somely to  monopoly  revenue.  Hence,  to  repeat,  — in  view 
of  the  great  range  of  variation  in  railway  rates,  —  monopoly 
revenue  would  be  large.  In  fact,  however,  railways  by  no 
means  necessarily  yield  returns  such  as  to  indicate  a  monop- 
oly revenue.  They  do  not  yield  such  returns  in  Great 
Britain;  and  yet  the  phenomena  of  supposed  discrimination 
are  no  less  conspicuous  there  than  in  countries  where  the 
profits  are  higher,  and  where  there  may  be  monopoly  revenue. 
I  doubt  whether  in  the  United  States,  if  accoimt  were  taken 
of  the  risks  and  failures,  and  the  unusual  tasks  of  manage- 
ment, there  would  be  foimd  on  the  whole  a  considerable 
monopoly  revenue.  At  all  events,  on  railways  that  are  not 
highly  profitable  as  well  as  on  those  that  are,  we  find  every- 
where the  same  complexity  and  apparent  discrimination 
in  railway  rates. 

Is  it  possible  that  here  again  a  verbal  accident  has  proved 
misleading  7  We  speak  of  railways  and  the  like  industries 
as  "monopolies."  Yet  they  are  far  from  being  industries 
to  which  the  strict  theory  of  monopoly  price  can  be  applied. 
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Professor  Pigou  implies,  —  he  fairly  states,  —  that  a  rail- 
way discriminates  in  such  way  as  to  make  "  the  aggr^ate 
advantages  as  large  as  possible  "  (p.  222);  that  it  adopts 
''the  most  advantageous  system,  —  from  the  company's 
point  of  view  "  (p.  223).  This  seems  to  me  an  error.  All 
such  industries  are  greatly  restricted  from  adopting  the 
policy  of  greatest  aggregate  advantage.  They  are  restricted 
by  habit  and  tradition,  still  more  by  public  opinion  and  by 
public  r^ulation  or  the  fear  of  it.  An  acute  thinker,  like 
Professor  Pigou,  trained  in  the  mathematical  school,  is 
tempted  to  apply  the  well-rounded  theory  of  monopoly 
price  to  any  industry  which  has  some  monopoly  character- 
istics; forgetting  that  it  may  be  far  from  able  to  exploit 
the  monopoly  unrelentingly.  Complete,  or  nearly  complete, 
cases  of  ftilly  developed  monopoly  value  are  rare.  In  rail- 
ways, we  find  a  much  restricted  monopoly  conducted  under 
the  conditions  of  joint  cost.  It  is  this  latter  factor,  not 
monopoly,  which  I  still  believe  to  explain  most  of  the  so- 
called  discriminations  in  railway  rates. 

F.  W.  Tatosig. 

HaBVABD  UmVEBSITT. 
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A  COMPENSATED  DOLLAR 
APPENDIX  I 
SPECULATION  IN  GOLD 

In  the  text  it  has  been  shown  that  there  should  be  a  slight  margin 
between  the  two  Govenunent  prices  to  protect  the  Government  from 
speculation  in  gold.  It  has  perhaps  already  been  nuule  dear  enough  that 
if  there  is  a  brassage  charge  of  1%  and  if  it  is  the  law  that  the  Govern- 
ment cannot  shift  its  price  by  more  than  1%  at  a  time,  then  there  can 
be  no  speculation  as  between  two  dates  immediately  preceding  and  fol- 
lowing a  change  of  the  Government  prices;  but  it  may  nevertheless 
be  worth  while  to  illustrate  by  figures  the  importance  and  effect  of  this 
restriction.  Suppose  that,  at  some  particular  time,  the  weight  of  the 
virtual  dollar  or  redemption-bullion  were  38.7  grains  (and  of  the  mint- 
bullion  1%  more,  or  39.087  grains).  Evidently  if  the  virtual  dollar 
were  permitted  to  be  raised  by  more  than  1%,  if,  e.  g.,  the  shift  were 
from  a  virtual  dollar  of  38.7  grains  to  one  of  ^  grains,  —  so  that  (the 
brassage  being  1%  or  .40)  the  mint-bullion  would  be  40.40  instead  of 
39.087  grains  as  it  was  before,  —  the  Government  might  be  embarrassed 
by  speculation.  The  new  pair  of  figures  (40  and  40.40)  would  then 
holh  be  above  the  range  of  the  old  pair  (38.7  and  39.087);  that  is,  the 
lower  (40)  of  the  new  pair  would  be  higher  than  the  higher  (39.087)  of 
the  old  pair.  When  it  became  known  or  expected  that  these  changes 
were  to  be  made  on  a  certain  date,  speculators  could  hurry  bullion  to 
the  mint  in  advance  of  that  date  and  for  each  39.087  grains  receive  a 
gold  dollar.  With  this  dollar  they  could,  as  soon  as  the  set  date  arrived, 
return  and  demand  redemption  in  40  grains.  Thus  they  would  win 
ahnost  overnight  40  —  39.087,  or  .913  grains  on  each  39.087  grains 
originally  held.  The  profits  of  the  speculators  would  mean  losses  to 
the  Government.  Similarly  if,  in  the  opposite  direction,  the  redemp- 
tion-bullion were  shifted  too  far,  as,  say,  from  38.7  to  37  grains,  owners 
of  gold  coin  could  get  it  redeemed  in  bullion  at  the  old  rate  today  and 
then  mint  this  bullion  at  the  new  rate  tomorrow.  Each  gold  dollar 
could  be  redeemed  today  in  38.7  grains  of  gold  bullion  and  tomorrow, 
under  the  new  arrangement,  gotten  back  from  the  mint  for  only  37.37 
grains  (37  grains  plus  1%  brassage),  still  leaving  38.7  —  37.37  grains 
or  .33  grains  of  bullion  for  overnight  profit  on  each  original  dollar 
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invested  in  the  speculation.  This  profit  would  oome  out  of  the  Govern- 
ment. Moreover  this  last  form  of  speculation  would  threaten  to 
deplete  for  the  time  the  Government  reserve  or  even  to  use  it  up  en- 
tirely. If,  however,  the  permissible  shift  in  weight  of  the  bullion  dollar 
were  not  over  1%  in  either  direction,  no  such  profit  would  be  possible. 

In  terms  of  gold  prices  this  limitation  on  each  shift  means  that  the 
redemption-price  (ss  well  as  the  mint-price)  shall  never  be  permitted 
to  shift  at  any  one  time  by  more  than  the  brassage  margin  of,  say,  1%. 
Thus,  if  the  redemption-price  is  $12.40  and  the  mint-price,  $12.28,  thk 
pair  of  prices  may  be  changed  upward  to  $12.41  and  $12.29  respectively 
or  to  $12.50  and  $12.38  respectively,  but  not  further  than  $12.62  and 
$12.40  respectively.  The  lowest  ($12.40)  of  the  new  pair  of  prices 
would  then  be  no  higher  than  the  highest  ($12.40)  of  the  old  pair. 
There  would  clearly  be  no  profit  in  buying  bullion  of  the  Government 
today  (at  today's  redemption-price  of  $12.40)  and  selling  it  back  to- 
morrow (at  tomorrow's  mint-price  of  $12.40).  Likewise  the  present 
prices,  $12.40  and  $12.28,  may  be  changed  downward  to  $12.39  and 
$12.27,  respectively,  but  if  they  were  depressed  beyond  $12.28  and 
$12.16,  respectively,  there  would  be  a  profit  in  seUing  bullion  to  the 
Government  today  at  today's  mint-price,  $12.28,  and  buying  it  back 
tomorrow  at  tomorrow's  redemption-price  lower  than  $12.28. 

The  restriction  in  the  shift  to  1%  at  a  time  is  ample  to  permit  of  all 
the  movement  ordinarily  required,  provided  the  shift  is  made  often 
enough.  It  might  be  monthly  or  12%  per  annum;  it  might  be  bi- 
monthly or  6%  per  annum;  it  might  be  quarterly  or  4%  per  annum. 
Moreover  the  margin  for  each  shift  instead  of  being  1%  may  be  easily 
narrowed  or  widened  by  making  the  brassage  1%  or  less  or  1\%  or 
more. 

As  implied  in  the  text,  however,  it  might  be  advisable  to  limit  some- 
what narrowly  the  possible  reduction  in  weight  of  the  bullion  dollar 
(i.e.,  increase  in  price  of  bullion)  so  as  to  prevent  the  possibility  of  specu- 
lating for  a  rise  in  the  price  of  bullion  over  a  period  covering  two  or 
more  shifts.  For  instance,  if  a  great  latitude  were  allowed,  say  2% 
per  month,  it  is  conceivable  (tho  improbable)  that  the  redemption- 
bullion  should  shrink  as  much  as  2%  in  each  of  two  successive  months 
—  i.  e.,  that  the  prices  of  bullion  should  rise  2%  for  two  successive 
months.  Then  any  holder  of  bullion  could  (if  he  should  have  been 
bold  enough  to  risk  the  speculation)  make  a  profit  of  2%  in  a  little 
over  one  month  by  first  buying  bullion  of  the  Government  and  then 
reselling  it  to  the  Government  after  holding  it  over  the  second  shift. 
Thus  suppose  the  pair  of  prices  should  step  up  as  fast  as  the  2%  bras- 
sage permits,  vis.,  as  follows:  — 

July  August  September 

RedempUon-Priee $12.40  $12.66  $12.00 

Mint-Prioe $12.16  $12.40  $12.66 
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Evidently  a  speculator  might  buy  bullion  of  the  Government  at  $12.40 
any  time  in  July  and  sell  it  back  to  the  Government  at  $12.65  in  Sep- 
tember after  the  lapse  of  only  a  trifle  over  a  month.  He  would  not  be 
likely  to  do  this,  for  he  could  have  no  assurance  in  July  of  what  the 
prices  would  be  in  September  so  that  ordinarily  such  speculation  would 
be  too  risky  to  be  attractive.  But  let  us  grant  for  the  moment  that  at 
certain  times  such  successive  jumps  upward  of  2%  per  month  might 
be  looked  forward  to  with  sufficient  confidence  to  tempt  speculators  to 
try  to  make  2%  a  month  or  at  the  rate  of  24%  per  year.  If  this  were 
true  and  such  speculation  were  sufficiently  large  in  volume  it  might  be 
embanassing  to  the  Government  by  greatly  reducing  its  reserve  in  the 
interval  between  July  and  September.  It  might,  therefore,  be  advis- 
able to  make  such  speculation  impossible  by  a  narrower  latitude.  To 
effect  this,  the  only  restriction  necessary  is  that  Ihe  rise  ahould  neoer 
exceed  the  minimum  raie  of  interest  on  risky  short  Hme  investments.  Such 
a  rate  is,  of  course,  more  than  the  rate  on  safe  short  time  investments. 
Thus  if  1%  per  quarter  be  deemed  an  inadequate  latitude,  it  might 
readily  be  i%  a  month  or  at  the  rate  of  6%  per  annum,  or  even  1%  per 
month  or  at  the  rate  of  9%  per  anniun.  No  similar  precaution  need 
be  taken  against  the  opposite  form  of  speculation  —  for  a  fall  in  the 
price  of  bullion.  Such  speculation  wouki  not  injure  the  Government 
reserve,  but  rather  strengthen  it  by  the  temporary  addition  of  stocks 
of  bullion  which  dealers  can  spare  for  a  time  and  so  sell  to  the  Govern- 
ment at  present  high  prices  to  buy  back  some  time  later  at  lower  prices. 
Moreover  it  could  be  shown  that  such  speculation,  besides  being  harm- 
less, would  be  unimportant,  for  the  reason  that  the  stock  of  gold  bullion 
outside  the  Government  vaults  available  for  such  operations  is  never 
likely  to  be  large. 

A  distinction  could  therefore  be  made  between  the  latitude  allowed 
in  the  two  directions.  Thus  if  the  brassage  were  1%  and  the  readjust- 
ment of  the  Government  prices  took  place  every  month,  we  might 
especially  restrict  the  upward  movement  of  prices  to  1%  every  three 
months,  or  4%  per  year,  while  permitting  a  downward  movement  of 
1%  per  month,  or  12%  per  year. 

It  should  be  noted  that  there  would  still  be  a  chance  to  speculate  in 
gold  in  the  market  in  a  way  not  injurious  to  the  Government.  The 
market  price  of  gold  bullion  may,  as  we  have  seen,  be  equal  to  the 
Government  mintrprice,  or  to  the  Government  redemption-price,  or 
to  any  figure  between  these  two.  Suppose  that,  during  the  first  part 
of  a  particular  quarter  of  a  year,  the  market  price  were  as  low  as  possi- 
ble, i.  e.,  were  equal  to  the  mint-price  say  $12.28  per  ounce.  Later  it 
migjit  be  known  or  expected  that  the  Government  prices  would  be 
raised  at  the  end  of  the  quarter  so  that  the  mint-price  would  be  $12.35, 
and  consequently  the  market  price  at  least  $12.35.  Evidently  the 
market  price,  being  now  $12.28,  will  have  to  rise  ai  least  7  cents  by  the 
end  of  the  quarter,  and  speculators,  foreseeing  this,  might  buy  in  the 
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open  market  at  $12.28  and  sell  later  at  $12.35  or  highw.  (They  oould 
not,  of  course,  buy  of  the  Government  because  the  Government  sells 
at  1  %  more  than  $12.28.)  The  result  of  such  speculation  would  merely 
be  a  lull  in  minting  gold  toward  the  end  of  any  quarter  when  a  rise 
of  price  was  eiqpected  and  a  gradual  instead  of  a  sudden  rise  in  the 
maiket  price.  The  opposite  speculation  for  a  fall  might  occur  if 
the  maricet  price  were  at  first  equal  to  the  redemption-price  and  a  fall 
in  Government  prices  were  expected.  Then  there  would  be  a  lull  in 
redemption  at  the  end  of  the  quarter  and  the  fall  of  maiket  prices 
would  be  gradual  instead  of  sudden.  These  operations  are  entirely 
analogous  to  those  connected  with  fluctuations  in  the  foreign  exchanges. 
The  limitations  on  the  adjustment  of  the  virtual  dollar,  etc.,  imposed 
for  the  purpose  of  preventing  embarrassing  speculation  will,  ss  we 
have  seen,  impair  slightly  the  power  of  the  adjustment  to  compensate 
for  changes  in  the  purchasing  power  of  gold;  yet  a  study  of  the  actual 
movements  of  prices  ehows  that  it  would  easily  be  possible  to  avoid 
absolutely  any  possibility  of  embarrassing  speculation  and  still  permit, 
in  all  ordinary  cases,  the  freedom  of  adjustment  necessary  to  produce 
the  desired  regulation.  If  not,  t. «.,  if  changes  in  prices  are  impending 
in  the  future  so  enormous  that  the  system  could  not  fully  cope  with 
them,  there  is  all  the  greater  need  for  adopting  the  system  as  a  means 
of  reducing  these  enormous  fluctuations  to  a  minimum! 
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ILLUSTRATIVE  CALCULATIONS  FOR  1896-1911 

We  may  best  picture  how  the  plan  would  work  by  illustrating  its 
various  phases  through  numerical  examples.  Recent  experience  (since 
1896)  supplies  a  very  severe  test,  while  limiting  the  adjustment  of  the 
bullion  dollar  to  1%  per  quarter  makes  the  test  still  more  severe. 

Taking  the  index  numbers  of  the  Bureau  of  Labor  and  changing 
them  by  simple  proportion  so  that  the  price  level  of  1896  shall  be  100%, 
let  us  consider  what  would  have  happened  if  on  January  1,  1897,  the 
system  here  described  had  been  adopted.  We  assume  that  the  weight 
of  the  coin  dollar  would  have  been  left,  as  it  is,  at  25.8  grains.  The 
index  number  for  January,'  1897,  was  1.5%  below  the  par  of  1896. 
Therefore,  if  the  system  here  proposed  had  been  in  operation,  it  would 
have  been  impossible  to  have  lowered  the  weight  of  the  redemption- 
bullion;  it  was  already  at  the  minimiun  allowed,  25.8  grains.    The  new 

>  The  Bureau  of  Labor  has  published  statistioB  giving  the  index  number  for  eaeh 
month  beginning  with  1900.  Its  preTioue  index  numbers  are  by  yean  and  not  by 
months.  The  quarterly  variations,  1807-00,  have  been  calculated  by  means  of  the 
quarterly  index  numbers  of  Professor  Commons  for  that  period. 
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law  would  simply  have  been  a  dead  letter  so  f ar  aa  affeeting  the  price 
level  of  Januaiy,  1897,  sees,  —  that  is,  if  gold  were  flowing  out  of  cir- 
culation in  the  United  States  at  the  time;  for  it  would  still  be  with- 
drawn (by  melting  coin)  as  freely  under  the  new  law  as  under  the  old. 
But  if  (as  was  actually  the  case)  gold  was  flowing  into  circulation,  the 
new  brassage  charge  of  1%  at  the  mint  would  act  as  an  impediment  to 
coinage.  We  shall  assume  that  the  mintage  of  gold  would  have  con- 
tinued in  spite  of  the  brassage.  The  mint-price  would  therefore  have 
ruled  the  market  so  that  the  price  of  gold  would  have  fallen  1%  and 
the  price  level  of  commodities  would  have  tended  to  fall  the  same  1%. 

This  depression  of  1%  below  what  were  the  actual  prices  would  have 
been  the  only  result  until  October,  1897,  ^en  there  would  have 
occurred  the  first  opportunity  to  change  the  redemption-bullion;  for 
at  that  date  the  index  number  was  for  the  first  time  above  par,  vis. 
104,  and  under  the  new  system  it  would  have  been  1%  less  than  this, 
or  103.  This  shows  a  deviation  of  3%  above  par,  which  would  have 
been  the  signal  for  raising  the  weight  of  the  redemption-bullion.  But 
it  could  not  have  been  raised  by  the  full  3%,  but  only  by  the  maximum 
permitted,  1  %.  Consequently  as  soon  as  the  necessary  market  reports 
could  be  gathered  and  the  index  number  for  October  1, 1897,  calcinated 
(say  in  a  week  or  two)  the  redemption-bullion  would  have  been  raised 
in  weight  by  1%  in  Older  to  press  the  rising  price  level  back  1%.  Let 
us  assume  that  this  effect  would  have  been  fully  felt  by  the  beginning 
of  the  next  quarter,  January  1,  1898.  By  that  time,  however,  the 
downward  effect  of  the  heavier  dollar  would  have  been  more  than  neu- 
tralised by  those  other  forces  which  actually  caused  prices  to  rise  by 
1.1  %.  lliis  historical  rise  occurred,  of  course,  while  the  dollar  remained 
unchanged.  Evidently  if  the  adjustable  seigniorage  system  had  been 
in  operation,  1%  of  this  rise  would  have  been  prev&aUd.  That  is,  the 
price  level,  instead  of  rising  1.1%,  would  have  risen  only  .1%,  and  the 
index  number  for  January  1,  1898,  would  therefore  have  been  103.1. 
We  may  put  these  calculations  in  the  following  form:  The  index  num- 
ber for  October  1897  (103),  minuB  the  depression  which  the  heavier 
dollar  would  have  caused  (1%),  plu8  the  rise  actually  experienced  by 
January,  1898  (1.1%),  equals  the  index  number  (103.1)  which  would 
have  been  found  January,  1898.    In  short,  (103-1.0+1.1)  -  103.1. 

The  same  kind  of  formula  applies  to  the  next  quarter.  The  deviati<m 
above  par  of  January,  1898  (3.1%)  would  have  served  as  the  signal 
for  another  increase  of  1%  in  the  weight  of  the  redemption-bullion; 
but  in  the  next  quarter  prices  actually  rose  3.2%,  so  that  the  price  level 
in  April,  1898,  would  have  been  (103.1-1.0+3.2)  -  105.3.  This 
shows  a  deviation  above  par  of  5.3,  and  would  entail  a  further  increase 
of  1%  in  the  redemption-bullion,  which  would  have  pulled  down  the 
price  level  1%  more  than  it  actually  did  go  down  (7.1%).  The  index 
number  for  July,  1898,  would  then  have  been  (105.3-1.0-7.1)  «  97.2. 
This  shows  a  deviation  of  2.8  per  cent  below  par  which  would  therefore 
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have  been  the  signal  for  reducing  the  redemption-bullion,  tho  we  are 
asBuming  it  could  not  have  been  reduced  by  2.8%,  but  only  by  1%. 
ThiB  change  would  have  tended  to  raise  the  price  level  1%  in  the  next 
quarter,  during  which  it  actually  fell  2.2%.  Thus  there  would  have 
been  a  net  fall  of  1.2%.  The  index  number  for  October,  1808,  would 
then  have  been  (97.2+1.0-2.2)  »  06.0.  The  next  five  quarters  show 
an  unprecedented  rise  of  prices  which  a  mere  adjustment  of  1%  each 
quarter  could  only  have  feebly  checked. 

In  all  cases  so  far  considered  the  change  in  the  redemption-bullion 
was  the  full  maximum  of  1%.  This  full  1%  appears  in  most  of  the 
cases  owing  to  the  smallness  of  this  margin  and  the  fact  that  changes 
can  occur  only  once  a  quarter.  But  in  October,  1904,  the  index  number 
was  99.2,  which  is  only  .8%  below  par.  In  this  case,  therefore,  the 
redemption-bullion  would  have  had  to  be  reduced  only  .8%,  which 
would  have  exactly  offset  the  deviation.  Consequently  at  the  end  of 
the  next  quarter  the  index  number  would  have  deviated  from  par  only 
by  the  change  occurring  in  the  quarter,  which  was  2.0%;  i.  e.,  (99.2 
+.8-f  2.0)  -  102.0. 

Part  of  the  series  thus  calculated  is  given  in  the  text  together  with 
the  index  numbers  of  prices  as  they  actually  were  in  the  same  period, 
and  the  weight  of  the  redemption-bullion  as  it  would  have  been,  had 
it  been  increased  1%  October,  1897,  and  varied  subsequently  as  re- 
quired by  the  rules  laid  down. 

We  have  assumed  that  gold  continues  to  flow  into  the  circulation,  or 
that  the  mint  price  always  rules  the  market.  If,  at  any  time,  the  market 
should  be  such  as  to  require  the  redemption  of  gold  coin,  the  price  level 
would  be  1%  higher  than  otherwise.  It  might  of  course  happen  that 
the  market  would  temporarily  be  intermediate  between  the  two  official 
prices  and  the  price  level  vary  by  that  amount  from  what  it  would 
otherwise  be. 

If  more  latitude  be  allowed  in  the  changes  in  the  redemption-bullion, 
say  a  brassage '  of  3%  (an  allowed  increase  in  weight  of  this  amount 
each  quarter  and  a  decrease  limited  to  1%),  we  should  be  just  as  secure 
against  embarrassing  si)eculation  and  the  results  would  be  a  much 
cloeor  approximation  to  par.  Beginning  with  October,  1897,  when  the 
increase  in  weight  of  the  bullion  dollar  is  first  indicated,  the  results  in 
part  would  be  as  follows:  — 

1896     100.0 


October  1807 

101.0 

January  1898 

(101.0-1.0+1.1)   -  101.1 

April 

(101.1-1.1+3.2)   -  103.2 

July 

(103.2-3.0-7.1)   -     93.1 

October     " 

(  93.1+1.0-2.2)   -     91.9 

January  1899 

(  91.9+1.0+6.6)   -     98.4 

>  Or,  better,  the  brasaaee  might  be  1%,  but  increaw  in  weight  of  the  bullion  dollar 
of  1%  be  allowed  monthly  and  dacreuet  of  1%  per  cent  allowed  quarterly.  The  results  of 
raoh  an  arrangement  would  be  more  laborious  to  calculate  but  would  not  be  veiy 
dUferent  from  the  results  actually  calculated. 
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In  tluB  series  the  deviations  from  par  are  in  most  cases  slight  and 
due  to  the  change  in  the  price  level  going  on  during  a  single 
quarter  before  a  correction  can  be  applied.  This  is  true  in  3d 
cases  out  of  56.     The  entire  series  is  eJiown  in  the  diagram. 

I  have  also  gone  to  the  trouble  of  calculating  a  third  set  of 
figures  by  movUht,  beginning  January,  1904  (and  therefore  including 
the  most  violoit  convulsions  of  the  price  level  which  have  been 
experienced).  In  this  third  set  of  calculations  the  par  is  the 
price  level  of  December,  1903,  the  brassage  li%,  the  maTimum 
increase  allowable  in  weight  of  the  redemption-bullion,  l\%  per 
month,  and  the  maTimum  decrease  allowable,  i%.  The  results 
shown  are  much  closer  approximation  to  par  even  than  in  the  second 
set  of  calculations.  Only  7  times  out  of  96  does  the  index  number  vary 
by  more  than  1%  above  par  and  only  20  times  by  more  than  1%  below 
par.  That  is,  in  69  cases  out  of  96  the  index  number  kept  within  1% 
of  par.  In  only  7  cases  was  it  necessary  to  increase  the  weight  of  the 
redemption-bullion  by  the  full  1\%  allowable  and  in  only  23  cases  was 
it  necessary  to  reduce  that  weight  by  the  full  i%.  In  other  words, 
in  66  out  of  96  cases  the  limitations  on  the  adjustment  were  not  called 
into  play.  As  has  been  explained  in  the  text,  even  the  few  cases 
where  the  correction  applied  was  slightly  hampered  (by  the  limitations 
imposed  to  prevent  speculation)  would  not  sJl  have  existed  (perhaps 
none  of  them)  if  the  system  were  in  actual  operation.  The  reason  is 
because  there  would  not  then  have  been  the  price-convulsions  which 
we  now  suffer,  and  which  are  due  to  the  alternation  of  accumulated 
upward  booms  and  downward  reactions  therefrom,  which  feed  on 
themselves,  so  to  speak. 

I  will  not  encumber  these  pages  by  giving  the  details  of  this  laborious 
calculation,  but  confine  myself  to  a  few  illustrative  cases. 

Assuming  December,  1903,  as  the  base  for  which  the  price  level  was 
taken,  or  100%,  the  level  for  January,  1904,  was  actually  101.3  and 
would  have  been  the  same  under  the  system  proposed  if  we  could 
assume  that  the  redemption-price  were  the  ruling  price  of  gold.  But 
we  assume,  as  before,  that  the  mint-price  was  the  ruling  price  and  as 
this  has  been  lowered  H%  (by  the  establishment  of  the  brassage  charge, 
which  we  will  suppose  was  imposed  in  December,  1903)  the  level  of 
prices  would  have  been  depressed  by  1}%  below  what  it  would  other- 
wise have  been  (vis.  101.3)  so  that  it  would  have  been  99.8.  This 
deviates  from  par  by  .2%  which,  being  negative,  would  ordinarily  be 
the  signal  for  a  fall  in  the  redemption-bullion;  but  not  in  this  case, 
because  the  redemption-bullion  is  already  at  the  lowest  point  permissi- 
ble (25.8  grains).  Consequently  the  system  would  not  operate  and  the 
price  level  in  Fdi>ruary,  1904  would  have  risen  exactly  as  much  as  it 
did  rise,  namely  1.1%  which  would  have  raised  it  from  99.8  to  100.9. 
The  pontive  deviation  .9%  now  serves  as  signal  for  an  increase  in  the 
virtual  dollar  by  that  amount  (thus  raising  it  from  25.8  grains  to  26.03 
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graiDB)  and  tends  to  depress  the  price  level  by  the  same  peroentage. 
Assuming  that  this  effect  would  have  been  f iQly  felt  before  the  next 
adjustment,  it  would  have  been  blended  with  the  actual  rise  of  prices 
in  that  time  which  was  .2%,  making  for  March,  1904,  the  index  number 
(100.9 -.9+.2)  -  100.2.  We,  therefore,  next  increase  the  weight  of 
the  virtual  dollar  by  .2%  for  April,  1904,  which  becomes  26.08  grains 
and  the  index  number  becomes  (100.20 -.20— .52)  »  99.48.  This 
shows  a  deviation  bdow  par  of  .52%,  but  under  the  limitations  imposed 
we  can  only  take  off  .50  from  the  weight  of  the  virtual  dollar.  This 
brings  it  to  25.95  grains  and  the  index  nmnber  for  May  becomes  (99.48 
+.50 -.70)  »  99.28.  The  deviation  here  indicated  of  .72%  below  par 
is  the  signal  for  another  full  reduction  in  the  virtual  dollar  of  .50%  so 
that  it  becomes  25.82  grains  and  the  next  index  number  (99.28 +.50— 
.27)  "99.51.  The  deviation  here  indicated  of  .49%  below  par  would 
ordinarily  produce  a  reduction  in  the  weight  of  the  virtual  dollar  of 
that  amount.  But  as  its  weight  is  already  down  to  25.82  grains,  and 
can  never  sink  below  25.80,  it  can  only  be  reduced  to  this  extoit,  or 
.08%.  Consequently  in  June  the  virtual  dollar  is  again  25.8  grains  and 
the  index  number  (99.51 +.08 -.80)  -  98.79.  After  this  date  the 
virtual  dollar  remains  25.8  grains  for  several  months  and  the  price 
level  drifts  unguided.  During  this  period,  the  index  number  remains 
below  par,  reaching  its  lowest  point  (98.61)  in  October,  1904.  It  rises 
above  par  again  in  December,  1904,  becoming  100.11,  thus  signalising 
an  addition  of  .11%  to  the  virtual  dollar,  which  accordingly  in  that 
month  is  raised  from  25.80  to  25.83  grains.  Thereafter  it  never  again 
sinks  to  25.8  throughout  the  period  to  the  present. 

Nothing  more  requiring  explanation  occurs  until  December,  1906. 

In  November,  1906,  the  index  number  is  101.80  under  the  system 
(as  contrasted  with  112.5  without  it).  For  each  of  the  six  pre- 
ceding months  the  calculations  show  a  steady  tho  small  increase  in  the 
weight  of  the  virtual  dollar.  The  deviation  above  par  of  1.80%  for 
November,  1906,  requires  a  further  increase  (vis.  1.50%,  the  maximum 
allowable).  This  increases  the  redemption-bullion  from  28.06  grains  to 
28.48  grains.  In  view  of  this  great  increase  following  after  a  previous 
steady  increase,  this  seems  a  good  place  at  which  to  suppose  the  added 
seigniorage  to  shut  off  minting  entirely.  The  mint-price  would  then 
cease  to  rule  the  market  and  (we  shall  suppose)  a  market  price  is  fixed 
midway  between  the  mint-price  and  the  ledemption-price.  The  result 
is  that  tho  the  correction  of  1.50%  in  the  virtual  dollar  tends  to  depress 
the  price  level  by  1 .50%,  it  is  restrained  from  so  doing  by  .75%.  Since 
prices  actually  rose  1.50%  in  the  next  month,  the  next  index  number 
(for  December,  1906)  becomes  (101.80  - 1.50+1.50+.75)  - 102.55.  The 
deviation  above  par  of  2.55%  is  the  signal  for  a  further  increase  in  the 
redemption-bullion,  which  accordingly  increases  from  28.48  grains  to 
28.91  grains.  But  we  shall  now  suppose  that  this  further  increase  in  the 
virtual  dollar  brings  the  market  price  of  bullion  up  to  the  redemption- 
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prioe.  In  other  words,  we  are  MwiiTning  thftt  the  mmt-price  which 
f onnerly  ruled  gave  way  in  two  months  to  the  redemptionr-ixrioe,  the 
maiket  prioe  in  the  midway  period  being  midway  between  the  two 
Government  prices.  The  consequence  is  that  the  shift  in  the  redemp- 
tion-bullion is  only  half  effective  in  each  of  these  two  cases,  because  the 
bullion  to  which  the  actual  dollar  is  equivalent  instead  of  being,  as 
formeriy,  the  mint-bullion,  falls,  first  half  way,  then  fully  to  the  re- 
demption-bullion. The  next  index  number  (for  January,  1907)  is  (102.55 
— 1.50+-20+*75)  "  102.00.  We  now  suppose  the  redemptionrprioe 
to  rule  until  May,  1907.  (In  the  meantime  the  index  number  gets 
adjusted  to  the  new  ruling  redemption  price  and  returns  closer  to  par, 
bebg  successively  101.40,  100.20,  and  97.77.)  In  May,  1907,  we  shall 
suppose  that  the  redemption-price  in  turn  ceases  to  rule  and  the  market 
price  is  found  first  midway  between  the  two  government  prices  and  then 
at  the  mint-price  again.  Thus  the  index  number  for  May,  1907,  be- 
comes (99.77+.23+.40-.75)  -  99.65,  and  for  June,  1907,  it  becomes 
(99.85+.35+.40-.75)  -  95.05. 

These  divergencies  of  the  market  price  from  the  mint-price  are  sup- 
posed merely  for  the  purpose  of  illustrating  how  the  system  would 
work  when  they  occur.  It  is  dear  that  the  system  would  work  less 
effectively  while  the  market  price  swings  from  one  limit  to  the  other. 
Yet  if  the  market  price  keeps  for  several  months  in  coincidence  with 
either  the  mint-price  or  the  redemption-price,  the  system  worics  equally 
well.  Only  during  the  transition  is  the  result  to  aggravate  any  existing 
deviation  from  par  and  then  only  by  the  extent  to  which  the  maricet 
price  has  moved  away  from  its  accustomed  limit,  whether  this  was  the 
mint-price  or  the  redemption-price.  In  general,  as  has  been  previously 
remarked,  the  mint-price  will  rule  because,  with  the  constant  growth 
of  trade,  there  is  usually  need  of  more  gold  to  be  minted  to  keep  up  the 
level  of  prices.  Hence  we  need  not  expect  the ''  wabbling,"  so  to  speak, 
of  the  market  price  away  from  the  mint-price  and  back  again  to  occur 
very  often.  Even  when  it  does  occur  the  result  is  not  at  all  serious,  as 
the  following  comparisons  for  the  above  named  period  show:  — 

IiVDBZ  Nuian 
DATS  Kfint-piiM  Maik0t  price 

ruling  "wia>bli]is"uipedfi«d 

November  1906 101.80  101.80 

December     "      101.80  102J» 

January      1907 100.M  102.00 

February      "     100.90  101.40 

March  *'      100.80  100.20 

Apra  "      99.77  99.77 

May  *'      10a40  99.65 

June  *'      100.40  99.65 

July  "      100.20  100.20 

The  figures  show  very  little  aggravation  of  the  deviations  from  par. 
That  is,  the  second  column  varies  from  par  only  slightly  more  than  the 
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firat.  The  figures  for  the  index  numbers  and  the  wei^t  of  the  virtual 
dollar  in  this  third  set  of  calculations  have  been  summarised  in  the  text. 

We  have  assumed  throughout  that  only  the  United  States  adopted 
the  plan  so  that  the  effect  on  the  price  level  of  «h«Migiiig  the  weight  of 
the  bullion  dollar  would  be  approximately  equal  to  its  change  in  weight. 
But  the  stabilising  effect  would  be  nearly  as  great  even  if  the  whole 
world  adopted  the  plan  and  this  full  assumed  effect  were  not  felt  (as 
explained  in  Appendix  III).  As  stated  in  Appendix  HI,  it  might,  how- 
ever, be  advisable  to  shift  the  weight  by  a  percentage  one-half  larger 
than  the  percentage  by  which  the  price  level  deviates  from  par,  subject, 
of  course,  to  the  usual  restrictions. 

It  is  clear  that  the  proposed  system,  if  not  perfect,  certainly  tends 
strongly  to  bring  the  index  number  back  toward  par  or  to  restrain  its 
movements  from  par,  and  that  if  properly  planned  as  to  frequency  of 
application  and  freedom  of  movement*  it  could  always  maintain  sub- 
stantial constancy  of  the  purchasing  power  of  the  dollar  or,  in  othw 
words,  of  the  level  of  prices. 


APPENDIX  III 

THE  EFFECT  ON  THE  VALUE  OF  GOLD  BULUON  OF 
CHANGES  IN  THE  WEIGHT  OF  THE  VIRTUAL  DOLLAR 

For  simplicity  we  have  hitherto  assumed  that  an  increase  of  1%  in 
the  weight  of  the  dollar  would,  ultimately  at  least,  increase  its  pur- 
chasing power  1%.  But  this  is  not  quite  true;  for  the  effort  to  pry 
up  the  dollar  on  a  fulcrum  of  gold  bullion  reacts  on  and  depresses  the 
bullion  itself.  Using  gold  buUion  as  a  fulcrum  adds  a  f urth^  deprecia- 
tion to  that  which  it  had  already.  We  cannot  even  pry  up  a  stone 
without  infinitesimally  depressing  the  earth.  If  the  stone  were  big 
enough,  the  earth  would  be  moved  as  far  as  the  stone.  A  better 
simile  is  found  by  supposing  two  canal  boats  or  rafts,  ''  money  "  and 
"bullion,"  drifting  freely  in  a  canal,  one  ahead  of  the  other,  and 
free  to  move  only  longitudinally,  i.  e.,  along  the  canal.  The  problem 
is  to  keep  the  money  raft  opposite  a  fixed  point  on  the  shore  (commodi- 
ties) by  adjusting  a  pole  connecting  it  rigidly  with  the  bullion  raft.  If, 
by  observing  the  shore,  it  is  found  that  the  rafts  have,  while  thus  linked 
together,  drifted  a  foot,  the  pole  between  the  rafts  must  then  be  length- 
ened or  shortened  a  foot  in  the  hope  of  bringing  the  money  raft  back 
where  it  belongB.  If  the  money  raft  is  small  and  the  bullion  raft  large, 
an  adjustment  of  a  foot  in  the  pole  will  move  the  small  money  raft 
almost  a  full  foot.  The  next  periodical  reading  of  the  index  number 
showing  the  position  of  the  mark  on  the  shore  and  the  consequent 
adjustment  of  the  rod  will  help  further.    But  the  pull  or  push  of  the  rod 
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will  always  move  the  bullion  raft  somewhat^  altho  a  prompter  and  more 
perfect  adjustment  of  the  money  raft  might  be  secured  if  the  rod  were 
lengthened  or  shortened  by  more  than  the  foot  which  the  reading 
indicated. 

To  apply  these  ideas  let  us  suppose  that  the  United  States,  and  the 
United  States  only,  had  first  adopted  the  proposed  scheme  in  1896  and 
so  had  gradually  raised  the  weight  of  the  bullion  dollar  until  the  present 
time.  As  a  consequence,  the  purchasing  power  of  the  American  dollar 
would  be  in  1912  about  the  same  as  it  was  in  1896.  This  means  that 
it  would  be  about  50%  higher  than  it  actually  is  at  present.  The 
question  here  raised  is,  would  the  weight  of  the  bullion  dollar  also  have 
grown  by  just  60%  ?  The  answer  is  that  it  would  not  have  grown  by 
just  50%  but  by  a  larger  amount,  unless  we  could  assume  (and  we 
cannot)  that  each  grain  of  gold  today  would  have  possessed  exactly 
the  same  purchasing  power  under  the  proposed  system  as  it  actually 
does  possess  today  without  any  such  influence  having  intervened. 
We  may  see  this  by  following  in  imagination  the  operation  of  the  system 
in  the  years  1896-1911.  As  prices  rose  and  the  mint-price  was  reduced, 
evidently  the  first  effect  of  the  lower  mint-price  would  have  been  to 
discourage  minting  gold  in  America.  Instead,  American  holders  of 
bullion  would  have  shipped  it  to  the  London  mint  (and  other  foreign 
mints  not  employing  the  adjustable  seigniorage  system)  where  the 
mint-price  would  have  been  as  high  as  ever,  and  sell  exchange  against 
it.  In  this  way  they  would  have  secured  more  American  money  than 
by  direct  selling  to  American  mints. 

But  the  very  operation  by  which  they  attempted  to  profit  would 
soon  correct  itself.  It  would  lower  the  rate  of  exchange  on  London 
until  there  would  be  no  longer  any  profit  in  sending  gold  from  the 
United  States  to  Elngland'and  selling  exchange  against  it.  When  this 
happened  it  would  be  as  profitable  to  sell  gold  to  American  mints  as  to 
ship  it  abroad,  and  a  new  par  of  exchange  would  be  established  corre- 
sponding to  the  new  weight  of  the  American  dollar. 

But  in  the  process  described  much  of  the  gold  which  has  actually 
been  minted  in  the  United  States  since  1896  would,  if  the  adjustable 
seigniorage  had  been  employed  in  the  United  States,  have  been  diverted 
into  foreign  countries  or  into  the  arts.  So  vast  is  the  world,  however, 
that  this  dumping  a  few  millions  of  gold  on  Europe  would  scarcely  affect 
its  value.  If  we  could  assume  that  it  would  have  had  practically  no 
effect  on  its  value,  then  the  price  level  outside  of  the  United  States 
would  have  been  today  practically  just  what  it  is.  That  is,  the  pur- 
chasing power  of  each  grain  of  gold  would  have  been  just  what  it  actually 
has  been  and  (since,  as  we  have  seen,  the  purchasing  power  of  the 
American  dollar  would  have  had  to  be  60%  more  than  it  is),  it  follows 
that  our  gold  dollar  would  have  had  to  be  60%  heavier  than  it  is. 

If,  however,  the  diversion  of  gold  from  the  American  currency  to 
foreign  currencies  and  the  arts  should  cause  a  depreciation  of,  say,  3% 
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in  the  value  of  gold  bullion,  it  is  evident  that  the  weight  of  the  American 
gold  dollar,  instead  of  being  only  50%  greater,  would  have  had  to  be 
3%  more  than  this,  or  54i%  greater,  in  order  to  have  had  50%  more 
purchasing  power;  and  the  system  of  compensating  the  dollar  according 
to  index  numbers  would  have  afforded  this  needed  correction. 

Now  if  not  one  country  only  but  all  countries  should  have  adopted 
the  adjustable  seigniorage  plan,  the  reaction  or  repercussion  on  the 
value  of  bullion  would  have  been  much  greater.  Yet  even  if,  because 
of  the  repercussion,  each  increase  in  weight  of  the  bullion  dollar  of  1% 
should  add  only  i%  to  its  purchasing  power,  the  steadsring  effect  on 
the  purchasing  power  of  the  dollar  would  be  surprisingly  effective.  Sup- 
pose, for  example,  that  the  price  level  triihout  the  operation  of  the  euetem 
tends  to  rise  by  i  of  1%  each  quarter  or  2%  per  anniun  regularly. 
Calling  the  ori^nal  price  level  100%,  the  index  number  at  the  end  of 
the  first  quarter  would  be  100+ A  or  100.5.  The  bullion  dollar  would 
now  be  increased  by  .5%  which,  according  to  our  present  supposition, 
would  tend  to  lower  the  price  level  only  half  as  much,  i.  e.,  i  of  1%. 
As  during  the  second  quarter  the  price  level  tends  to  go  up  i%,  the  real 
rise  will  be  100.5— .25 +.5,  or  100.75.  Accordingly  the  next  quarter 
would  see  an  increase  in  the  bullion  dollar  of  .75%  and  the  price  level 
will  be  100.75-i  (.75)  +.5,  or  100.88.  The  next  increase  in  the  bullion 
dollar  will  be  .88%  and  the  index  number  will  be  100.88 -i  (.88) +.5, 
or  100.94,  and  the  next  100.94 -i  (.94) +.5,  or  100.97,  and  so  on.  It 
is  evident  that  the  index  number  would  never  exceed  101,  but  would 
always  be  above  par  so  long  as  the  regular  upward  tendency  of  i%  per 
quarter  continues.  The  bullion  dollar  would  increase  faster  and  faster, 
each  year,  yet  never  quite  as  fast  as  1%  at  any  one  shift. 

Again,  if  there  were  a  regular  upward  movement  of  1%  per  quarter 
instead  of  i%,  the  index  number  would  be  at  the  end  of  the  first  quarter, 
101.  Consequently  1%  would  be  added  to  the  weight  of  the  bullion 
dollar  which  would  tend  to  reduce  the  price  level  by  half  that  amount 
(.5).  At  the  next  quarter  it  would  be  101  -.5+1,  or  101.5.  The  next 
shift  in  the  weight  of  the  bullion  dollar  could  not  be  1}%  but  only  1%, 
the  greatest  allowable.  The  effect  of  this  being  i%,  Ihe  index  numbw 
becomes  101.5— .5+1,  or  102.  Evidently  the  result  in  this  case  would 
be  a  net  addition  of  .5  to  the  index  number  every  quarter.  That  is, 
prices  would  rise  steadily,  but  only  half  as  fast  as  without  the  mitigat- 
ing effect  of  the  system.  Thus  we  see  that  the  system  would  always 
serve  to  mitigate  changes  in  the  purchasing  power  of  the  dollar  even 
if,  on  account  of  the  repercussion  on  the  purchasing  price  of  each  grain 
of  gold,  it  should  not  be  quite  adequate.  Any  inadequacy,  however, 
might  itself  be  compensated  for  by  magnifying  the  correction  to  be 
applied.  To  revert  to  our  simile,  we  could,  in  order  to  correct  the 
position  of  the  money  raft,  lengthen  or  shorten  the  pole  by  nwre  than 
one  foot  for  each  foot  of  deviation  from  the  required  position,  in  order 
to  allow  for  the  effect  on  the  bullion  raft  of  this  shift  in  the  pole  connect- 
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ing  the  two.  That  k,  it  is  not  neoeflsary  that  the  shift  in  the  weight 
of  the  redemption-bullion  should  be  exactly  equal  to  the  deviation  from 
par  of  the  index  number.  It  might  be  greater.  Thus  the  rule  might 
be  to  raise  or  lower  the  weight  of  the  redemption-bullion  by  }%  for  each 
deviation  of  \%  above  or  below  par  of  the  index  number.  There 
might  be  some  advantage  in  thus  making  the  shift  somewhat  greater 
than  the  deviation,  provided  of  course  it  were  not  nuule  too  great.  Evi- 
dentfy  if  the  shift  were  more  than  dovble  the  deviation  it  might  over 
conect  the  deviation  so  much  as  to  produce  a  deviation  greater  than 
the  original  in  the  opposite  direction.  But  if  the  ratio  of  the  shift  to 
deviation  were  fixed  somewhere  between  1  and  2,  say  at  li,  the  result 
would  probably  be  a  prompter  and  completer  adjustment  than  if  the 
ratio  were  1,  i.  e.,  if  the  shift  were  equal  to  the  deviation. 
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THE  PLAN  FOR  A  COMPENSATED  DOLLAR 

SUMMARY 

I.  The  plan,  rigidly  adhered  to,  would  bring  long-run  stability  of 
prices,  402.  —  But  temporary  oscillations,  of  unpredictable  extent, 
would  continue,  403.  —  Causes  of  uncertainty  in  the  connection  be- 
tween quantity  of  coin  and  prices,  403.  —  II.  Adoption  of  the  plan 
by  international  agreement  seems  impossible,  407.  —  Nor  would 
a  single  country  be  likely  to  adopt  it,  410.  —  III.  It  is  uncertain 
whether  and  how  far  general  prices  will  continue  to  rise,  412.  —  The 
general  public  is  uneasy  chiefly  about  the  rise  in  food  prices.  413.  — 
Present  evils  not  unendurable ;  and  the  scheme  not  practicable,  416. 

There  is  no  need  of  saying  that  Professor  Fisher 
has  elaborated  with  skill  the  plan  described  in  the 
last  issue  of  this  Journal  (Feb.  1913),  and  advocated 
by  him  so  persuasively.  Not  only  the  main  features  of 
the  plan,  but  the  details  worked  out  in  the  Appendices, 
show  the  ingenuity  and  intellectual  keenness  which 
economists  have  learned  to  expect  from  him.  If  doubt 
is  expressed  in  the  following  pages  concerning  the 
practicability  of  the  scheme^  there  can  be  none  as  to 
the  ability  with  which  it  has  been  framed  or  the 
vigor  of  its  propaganda.  Professor  Fisher's  reputa- 
tion, already  established  securely,  will  not  suffer  from 
what  he  has  done  on  this  topic. 
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It  must  be  admitted  at  the  outset  that  the  plan, 
if  carried  out  with  iron  consistency  for  a  considerable 
stretch  of  time,  would  achieve  the  result  mainly  had 
in  view,  —  the  prevention  of  a  long-continued  and  con- 
siderable rise  in  prices.  It  might  not  achieve  that 
result  as  smoothly  and  evenly  as  its  proposer  expects; 
and  the  qualifications  just  stated,  —  that  it  must  be 
carried  out  xmflinchingly  for  a  long  period,  —  should  be 
borne  in  mind.  No  one  who  holds  to  the  doctrine 
that  the  general  range  of  prices  is  determined  by  the 
relation  between  the  quantity  of  commodities  and  the 
volume  of  the  circulating  medium,  and  that  the  vol- 
ume of  the  circulating  medium  in  the  end  depends, 
ceteris  parilms,  on  the  amount  of  coined  money,  can 
do  otherwise  than  admit  the  logical  soundness  of 
the  scheme.  He  who  maintains  that  the  rise  in  prices 
during  the  last  fifteen  years  is  due  to  the  greater  gold 
supply  must  admit  that  a  restriction  of  the  monetary 
supply  of  gold  will  check  the  rise.  The  plan  proposed 
is  in  essence  one  for  a  regulation  in  the  monetary  supply 
of  gold.  Its  effects  must  be  the  same  in  kind  as  those 
of  a  cessation  of  free  coinage,  with  an  apportioned 
limited  coinage. 

More  stress  should  be  laid,  however,  than  Professor 
Fisher  does,  on  the  fact  that  the  plan  can  work  out 
its  results  only  through  its  effects  on  the  quantity 
of  coined  gold.  The  situation  which  Professor  Fisher 
chiefly  contemplates  is  that  to  which  attention  has 
been  drawn  by  recent  experience,  and  which  he  regards 
as  likely  to  continue  for  some  time  in  the  future,  — 
moimting  gold  production  with  a  tendency  to  rising 
prices.     His  plan  contemplates  a  diminution  of  gold 
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coinage,  with  a  storage  of  the  "  seigniorage/'  This 
means  simply  that  less  gold  coin  will  be  put  forth. 
The  consequences  on  prices  will  be  precisely  the  same 
as  those  of  diminished  production  or  limited  coinage. 
Professor  Fisher  seems  to  expect  a  closer  connection. 
His  analysis  implies,  almost  states  in  terms,  that 
prices  will  acconmiodate  themselves  at  once  or  very 
promptly  to  the  bullion  equivalent  of  the  coined 
dollar;  that  as  the  bullion  required  for  the  dollar 
increases,  prices  will  fall  quasi-automatically  in  pro- 
portion; and  that  as  the  bullion  equivalent  lessens, 
prices  will  be  correspondingly  affected  at  once.  Now, 
no  one  has  stated  more  clearly  and  explicitly  than 
Professor  Fisher  himself,  in  his  Purchasing  Power  of 
Money  J  the  grounds  for  maintaining  that  the  connection 
between  the  bullion  equivalent  in  the  coined  dollar 
and  prices  will  work  out  its  effects  solely  through 
changes  in  quantity.  He  has  shown  that  the  connec- 
tion between  the  quantity  of  coined  money  and  general 
prices  is  by  no  means  a  close  one.  It  is  not  only 
loose  and  imcertain,  but  we  are  much  in  the  dark 
concerning  the  degree  of  looseness  and  uncertainty. 
Economists  should  be  very  chary  of  prediction  in 
such  matters,  and  Professor  Fisher  makes  predictions 
which  the  event  might  greatly  falsify. 

At  the  risk  of  repeating  things  familiar,  let  me  note 
some  of  the  causes  of  uncertainty  in  the  connection  be- 
tween quantity  of  coin  and  prices.  Chief  among  them 
is  the  extraordinary  fluctuation  in  the  credit  sub- 
stitutes for  coin.  We  all  know  that  the  connection 
between  bank  holdings  of  cash  and  outstanding 
deposits  is  uncertain.  Not  infrequently,  in  the  United 
States,  we  find  an  implication  that  for  every  dollar  of 
reserve  there  are  four  dollars  of  deposits;  implications 
of  this  kind  are  not  lacking  in  Professor  Fisher's  own 
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writings.  Yet  the  obvious  fact  is  that  the  relation  of 
deposits  to  reserves  at  any  given  time  is  unpredictable. 
During  times  of  depression,  money  will  accumulate 
in  bank  reserves,  and  yet  deposits  will  fail  to  expand, 
will  even  shrink;  and,  moreover,  they  will  have  dimin- 
ished rapidity  of  circulation.  At  other  times,  when 
a  spirit  of  venturesomeness  has  developed  in  the 
business  world,  a  superstructure  of  deposits  will  expand 
with  stationary,  or  with  relatively  diminishing,  bank 
holdings.  Such  was  the  experience  of  the  United 
States  between  1900  and  1907;  the  rise  in  prices  being 
due  in  large  degree  to  an  expansion  of  deposits  on  a 
lessened  proportion  of  cash  in  bank  reserves. 

There  are,  however,  other  aspects  of  the  case  which 
are  less  familiar ;  concerning  these  also  we  should 
speak  with  caution,  predict  with  even  more  caution. 
The  effect  of  an  increasing  supply  of  coin  during  the 
first  period  of  its  emergence  presents  curious  problems. 
It  has  been  suggested  ^  that  when  there  is  an  increase 
in  the  supply  of  money  (coin  and  notes  to  bearer), 
an  effect  ensues  similar  to  that  from  the  increase  of 
any  commodity:  more  of  the  article  is  used.  When 
there  are  more  nickels  or  eagles  or  five-poimd  notes, 
it  is  said  that  people  will  carry  them  about  more. 
I  am  sceptical  about  this  reasoning.  The  extent  to 
which  people  carry  about  "change,"  large  or  small, 
depends  upon  rooted  habits  and  adjustments.  Money 
is  simply  the  convenient  medium  for  purchase;  people 
do  not  use  more  of  it  when  it  becomes  plentiful,  in 
the  way  they  use  more  clothing  or  sugar  when  these 
have  become  abimdant.  The  principle  of  marginal 
utility  does  not  seem  to  me  applicable  to  money  in 
the  same  way  as  to  other  commodities.  If  more  change 
is  used  after  the  supply  of  money  has  become  more 

>  T.  N.  Canrer,  inthitJoiifnal.Tol.zzi.i».448Mg. 
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plentiful,  this  is  an  ulterior  consequence  from  rising 
prices,  not  an  immediate  effect  of  greater  abundance. 
None  the  less,  I  conceive  it  not  impossible  that  when 
specie  becomes  more  plentiful,  for  a  while  it  sticks, 
so  to  speak,  in  the  channels  of  circulation.  For  a  time, 
even  tho  not  permanently,  its  velocity  of  circulation 
may  be  affected.  As  was  noted  in  the  preceding 
paragraph,  it  may  easily  stick  for  a  while  in  bank 
vaults.  It  is  not  inconceivable  that  it  should  stick 
for  a  while  in  people's  pockets  and  tills.  ^  After  a 
stage  of  readjustment,  the  normal  proportion  will  be 
reached  again  in  both  uses;  but  that  period  of  adjust- 
ment may  be  of  considerable  length. 

Certain  it  is  that  there  is  something  like  a  cumulative 
effect  both  of  increase  and  decrease  in  the  supply  of 
coin.  One  of  the  familiar  and  puzzUng  effects  in 
monetary  history  is  that  a  considerable  increase  in 
coined  money  may  take  place  for  years  without  visible 
effect  on  prices;  then  comes  a  flare-up,  so  to  speak. 
There  is  a  sudden  upward  movement,  doubtless  con- 
nected with  the  varying  use  of  credit  instruments. 
Such  was  the  case  during  the  decade  from  1890  to 
1900.  And  similarly  the  effect  of  diminished  specie 
is  cumulative:  there  is  little  effect  at  first,  but  even- 
tually pressure  and  perhaps  a  sudden  collapse  of  prices. 

All  these  irregularities  and  uncertainties  must  be 
borne  in  mind  when  an  endeavor  is  made  to  predict 
the  working  of  Professor  Fisher's  plan.  Suppose 
a  given  seigniorage  to  be  announced  at  a  given  date, 
because  the  index  of  prices  has  risen.     The  immediate 

1  My  colleacue,  Profeasor  O.  M.  W.  Spracue,  caUs  my  attention  to  the  fact  that  thia 
stage  is  leai  likely  to  appear  under  present  conditions  than  under  those  of  half-«- 
century  ago.  Gold  from  the  mines  nowadays  goes  into  circulation  almost  exclusively 
through  the  banks.  The  South  African  gold,  for  example,  goes  direct  to  England  and 
finds  its  way  at  once  to  the  Bank  of  England.  It  then  influences  the  circulating  medium 
in  no  other  way  than  gold  received  from  the  United  States  or  from  the  Continent  or 
from  the  internal  stock.  The  case  doubtless  was  different  at  the  time  of  the  Australian 
and  CaUfornian  gold  discoveries. 
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consequence  is  simply  that  fewer  dollars  will  be  coined. 
The  effect  might  be  expected  to  be  no  greater,  no  less, 
than  that  of  diminished  gold  production  and  con- 
sequently diminished  gold  coinage.  But  it  is  by  no 
means  certain  that  the  effect  would  really  be  the  same, 
especially  during  the  first  stages  in  the  application  of  the 
scheme.  Men's  imaginations  would  unquestionably 
be  affected,  at  least  at  the  outset.  The  stock-broking 
and  business  community  might  take  unreasoning 
alarm.  There  might  be  a  sudden  halt  in  the  spirit 
of  enterprise,  conceivably  a  bit  of  a  panic,  nay,  con- 
ceivably (if  the  materials  happened  to  be  ready)  a 
full-fledged  financial  crash.  I  think  it  probable, 
however,  that  this  sense  of  shock  would  be  but  tem- 
porary. It  would  soon  appear  that  not  much  was 
happening;  simply  less  coined  money  coming  through 
the  mint,  which  is  the  sort  of  thing  that  has  been  going 
on  all  the  time  without  producing  sensible  effect. 
The  probability  seems  to  me  to  be  that  soon  the  business 
world  would  learn  to  disregard  the  announced  seignior- 
age changes,  and  doubtless  the  financial  and  stock- 
jobbing fraternity  would  develop  a  slang  of  ridicule 
about  it.  Eventually,  beyond  doubt,  an  effect  would 
appear,  and  one  about  which  this  same  fraternity 
would  be  furious.  The  cumulative  consequence 
would  be  like  the  cumulative  consequence  of  long 
continued  decline  in  gold  production.  After  a  season 
or  two  of  declining  bank  reserves,  tight  money,  and 
so  on,  a  sudden  collapse  might  be  occasioned,  and 
apparently  caused,  by  the  announcement  of  some 
particular  seigniorage  adjustment.  Then  there  might 
be  a  decline  in  prices  much  more  than  in  proportion 
to  the  bullion  change. 

I  would  by  no  means  be  supposed  to  make  predictions 
in  this  matter.     It  is  no  more  possible  to  say  in  advance 
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how  the  compensated  dollar  plan  would  work  over 
short  periods  than  it  is  possible  to  say  in  advance 
in  what  way  the  effects  of  increased  or  decreased 
gold  production  will  work  out  their  results.     It  seems 
to  me  highly  improbable  that  fluctuations  in  prices 
would  cease,  or  that  such  a  smooth  course  would  be 
followed  as  is  indicated  on  Professor  Fisher's  chart. 
So  long  as  the  modem  mechanism  of  credit  continues 
to  be  used,  fluctuations  in  prices  seem  to  me  inevitable. 
A  long  continued  considerable  advance  would  alone 
be  prevented.     Commercial  crises  would  not  be  pre- 
vented,  nor,   in  my  judgment,   appreciably  abated. 
Professor   Fisher's   predictions   on   this   subject   rest 
upon  the  particular  theory  of  commercial  crises  which 
he  has  developed  elsewhere.      That  theory  does  not 
seem  to  me  established,  and  I  have  little  faith  in  pre- 
dictions that  are  based  upon  it.     Nor  do  I  believe  that 
labor  discontent  is  as  closely  connected  with  changes 
in  general  prices  as  Professor  Fisher  intimates.      On 
this  subject  I  shall  say  more  presently.      To  repeat, 
the  only  thing  that  would  be  accomplished  would  be 
the  maintenance  over  periods  of  years,  —  ten  years  or 
more,  —  very  likely  through  some  sharp  and  catastro- 
phic adjustments,  of  an  approximation    to    a    level 
course  of  prices. 

II 

What  is  to  be  said  now  of  the  possibiUty  of  securing 
the  adoption  of  such  a  plan  ? 

An  international  agreement  for  its  adoption  seems 
to  me  in  the  highest  degree  unUkely.  Let  it  be  re- 
called how  repeated  were  the  endeavors,  under  stress 
greater  than  that  felt  in  recent  years,  to  bring  about 
an  agreement  for  international  bimetalism.  A  fall 
in  general  prices  and  in  money  incomes  is  a  phenomenon 
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much  more  imwelcome  than  a  rise.  The  earlier  fall 
in  prices,  moreover,  was  bitterly  felt  not  only  by  the 
debtor  classes,  but  by  all  the  protectionists.  The 
movement  for  international  bimetalism  had  powerful 
support  in  political  circles  as  well  as  among  the  econo- 
mists. Yet  it  never  had  a  ghost  of  a  chance.  So 
great  is  the  rivalry  between  nations,  so  intent  is  each 
upon  its  own  advantage,  so  jealous  are  they  of  each 
other,  so  strong  above  all  is  the  spirit  of  selfishness 
and  mercantilism  in  their  economic  policies,  that  it 
seems  to  me  hopeless  to  expect  them  to  come  to  an 
understanding  on  a  matter  of  this  sort. 

An  illustration  of  the  difficulties  is  to  be  found 
in  the  attitude  which  one  might  confidently  predict  for 
one  of  the  great  countries,  —  Germany.  In  general, 
the  rising  tide  in  prices  has  not  been  unwelcome  in 
that  country.  The  complaint  there  has  been  not  that 
gold  was  too  plentiful,  but  that  it  could  not  be  had  in 
sufficient  amoxmt.  Complaint  of  this  sort  is  indeed 
among  the  most  conmion  experiences  in  times  of  rising 
prices.  How  often  have  we  been  told  that  there  is 
not  money  enough  to  "finance  prosperity''!  Any 
one  who  will  look  into  the  pages  of  so  excellent  a  book 
as  Helfferich's  Das  Geld  will  find  significant  indications 
of  the  attitude  hkely  to  be  taken  by  Germany.^  This 
able  scholar  and  administrator  finds  it  difficult  to 
believe  that  there  has  been  too  much  money  during 
the  last  decade.  On  the  contrary,  he  finds  that  German 
financial  institutions  have  had  difficulty  in  obtaining 
as  much  as  was  needed  for  their  legitimate  operations. 
We  may  think  that  in  all  this  there  is  a  tinge  of  infla- 
tionism or  mercantilism;  we  may  have  the  same 
scepticism  about  it  as  about  that  phrase  ''  financing 
prosperity.''     But  it  represents  a  state  of  mind  that 

>  See,  for  example,  p.  689  mq.  (dd  edition.  1910). 


Digitized  by  VjOOQ IC 


PLAN  FOR  A  COMPENSATED  DOLLAR  409 

is  wideHspread  and  extraordinarily  influential;  the 
state  of  mind  not  only  of  the  average  business  man, 
but  of  the  average  banker  and  the  average  legislator, 
the  average  politician  or  statesman  (use  whichever 
phrase  you  please).  It  will  make  the  active,  rapidly- 
growing,  and  venturesome  countries,  such  as,  for 
example,  Germany  and  the  United  States,  extremely 
slow  to  tie  themselves  to  an  international  agreement 
for  lessening  the  money  supply. 

Even  if,  by  some  xmexpected  stroke,  an  international 
agreement  were  to  be  secured,  it  would  rest  upon  the 
frailest  basis.  Any  war  would  put  an  end  to  it.  Any 
stage  of  depression  in  an  important  coimtry  would 
render  it  in  the  highest  degree  irksome,  would  lead 
to  its  revocation  by  some  one  country,  and  then  would 
cause  the  whole  structure  to  topple  over.  Not  least, 
there  would  be  differences  concerning  the  index  number 
of  prices  to  be  used  in  fixing  the  seigniorage.  Prices 
do  not  move  parallel  in  different  countries.  It  is  in- 
evitable that  they  should  sometimes  rise  in  one  coimtry, 
while  falling  in  another;  or  rise  in  one  more  than  in 
another,  or  fall  more.  Even  with  uniform  use  of  the 
most  refined  methods  in  collecting  prices  and  in  deduc- 
ing the  index  numbers,  differences  would  appear. 
Which  country's  index  number  should  govern  ?  Would 
Germany,  whose  index  number  registered  a  fall  in 
prices,  accede  to  a  seigniorage  charge  because  the 
statistics  of  England  and  the  United  States  indicated 
a  rise  ?  If  indeed  all  countries  were  convinced  that 
a  disastrous  depreciation  of  money  were  impending, 
and  if  they  were  resolutely  determined  to  sink  all 
differences  and  all  selfish  interests  in  order  to  prevent  it, 
they  might  act  on  the  basis  of  a  compromise  index 
number  settled  by  an  international  commission.  But 
the  mere  mention  of  these  conditions  precedent  suffices 
to  show  how  far  they  are  from  being  present. 
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The  question  arises  whether  it  would  be  feasible  for 
one  country  alone  to  adopt  the  plan.^  It  would  be 
feasible,  in  the  same  sense  that  it  would  be  feasible 
for  all  countries  together  to  adopt  it.  One  country 
alone,  carrying  it  out  with  unflinching  consistency, 
might  secure  the  desired  result,  subject  to  the  qualifi- 
cations which  have  already  been  indicated.  But  that 
any  one  country  would  in  fact  adopt  it  alone  seems  to 
me  in  the  highest  degree  improbable. 

Consider  for  a  moment  the  mode  in  which  the  scheme 
would  work  in  detail  if  adopted  by  a  single  country. 
Tho  the  immediate  effect  upon  general  prices  within 
the  country  would  be  xmpredictable,  the  effect  upon 
certain  kinds  of  prices  would  be  certain,  predictable, 
almost  instantaneous.  Exported  commodities  would 
feel  the  effect  at  once.  Their  prices  are  determined, 
to  use  the  current  expression,  by  the  foreign  market. 
It  would  be  more  accurate  to  say  that  their  prices  are 
determined  by  the  total  market,  domestic  as  well  as 
foreign.  But  it  is  clear  that  their  prices  must  be  the 
same  (due  allowance  being  made  for  transportation 
charges  and  the  like)  within  the  country  as  without. 
Now  the  immediate  effect  of  a  seigniorage  would  be, 
as  Professor  Fisher  points  out,  a  readjustment  of  the 
par  of  foreign  exchange.  The  exporter  would  find  the 
par  of  exchange  lessened,  and  in  terms  of  domestic 
money  (compensated  dollars)  he  would  receive  less 
than  he  got  before.  All  commodities  of  export  would 
fall  in  price  at  once,  or  fail  to  rise,  to  the  extent  of  the 
seigniorage.  Other  commodities  probably  would  be 
unaffected  for  the  moment.  In  the  long  run,  no  doubt, 
these  other  commodities  (we  may  call  them  domestic 
commodities)  would  also  be  affected.     But,  to  repeat, 

>  Professor  Fiaher  intimated  in  some  of  his  earlier  writings  on  the  subject  that  a 
single  country  might  adopt  the  plan.  In  later  papers,  however,  he  has  advocated  it 
for  international  adoption  only. 
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the  rapidity  and  extent  of  the  change  in  general  prices 
is  impossible  of  prediction.  The  exporters,  none 
the  less,  would  feel  an  immediate  and  unmistakable 
effect.  Beyond  question  they  would  be  as  hotly 
indignant  with  the  plan  as  if  an  excise  tax  had  been 
imposed  on  their  commodities  without  any  possibility 
of  their  raising  the  price  of  their  products.  Consider 
for  a  moment  what  would  be  the  state  of  mind  in  our 
cotton-exporting  South.  Is  it  to  be  supposed  that 
any  set  of  legislators  could  resist  the  political  pressure 
from  the  various  exporting  sections,  and  carry  out 
the  scheme  unflinchingly  ?  Can  we  imagine  a  Con- 
gressman telling  his  constituents  that  they  need  only 
wait  a  while,  until  all  money  incomes  and  all  prices 
had  adjusted  themselves  to  the  new  conditions  ?  that 
then  nobody  would  be  worse  off  or  better  off  than 
before  ?  To  ask  this  sort  of  question  is  to  answer  it. 
The  very  proposal  of  the  scheme  in  the  halls  of  Con- 
gress would  invite  the  hot  opposition  of  the  exporting 
sections  and  industries.  Its  immediate  consequences 
for  them  would  be  seen  quickly  enough,  and  no 
promise  of  ultimate  adjustment  would  lessen  their 
hostility. 

Ill 

In  view  of  all  these  complications,  uncertainties, 
and  political  and  sectional  obstacles,  the  question 
presents  itself  whether  the  emergency  is  so  serious, 
the  evil  so  great,  the  gain  to  be  secured  so  unmistakable, 
that  it  is  worth  while  to  press  so  far-reaching  a  change. 

It  is  not  amiss  to  recall  the  situation  half  a  century 
ago,  when  the  Australian  and  Califomian  gold  dis- 
coveries poured  into  the  world  a  flood  of  new  gold, 
which  (in  comparison  with  the  conditions  at  that  time) 
was  no  less  ominous  than  the  great  flood  of  our  own 
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time.  We  all  remember  Chevalier's  Baisae  probable 
de  Vor  (1869).  The  bottom  seemed  to  have  dropped 
out  of  gold.  Chevalier  advised  that  it  be  discarded 
as  the  basis  of  the  circulating  medium  of  the  civilized 
world.  This  is  in  substance  what  Professor  Fisher 
now  proposes.  As  events  proved,  Chevalier  made 
his  predictions,  and  advanced  his  proposals,  just  as 
the  crest  of  the  wave  had  been  reached.  Had  he 
waited  a  few  years,  it  is  probable  he  would  never  have 
committed  himself  as  far  as  he  did.  I  am  not  con- 
vinced that  the  situation  at  the  present  time  is  dissimi- 
lar to  that  of  1860. 

Professor  Fisher  has  predicted  that  prices  will  rise 
further.  He  is  disposed  to  believe  that  there  will  be 
not  only  a  rise,  but  that  there  will  be  a  considerable 
rise.  I  hesitate  very  greatly  to  enter  the  domain  of 
prediction.  I  am  inclined  to  believe  that  the  rise 
in  prices  will  not  cease  for  the  next  decade;  but  whether 
it  will  be  considerable  or  moderate  or  negligible  in 
extent,  I  should  not  venture  to  say.  Predictions 
concerning  the  output  from  the  mines  are  to  be  taken 
with  the  greatest  caution.  We  all  recall  the  predictions 
which  Suess  made  in  1892.^  The  distinguished  geolo- 
gist believed  that  the  prospects  of  an  increased  pro- 
duction of  gold  were  of  the  slightest,  and  that  the 
world  must  fall  back  on  the  use  of  both  metals. 
How  different  the  course  of  events  has  been  from 
that  which  he  predicted!  There  are  those  who  be- 
lieve that  the  output  of  gold,  so  far  from  continuing  to 
increase,  has  reached,  or  is  approaching,  its  maximum.^ 
For  myself,  I  should  not  be  surprised  if  there  were  a 
cessation  in  growth,  and  should  certainly  be  surprised 
if  there  were  not  a  relaxation  in  the  rate  of  growth. 

>  £.  8uc88,  Die  Z\ikunft  des  Siebera  (1802). 

*  See,  for  example,  R.  A.  Lehfeldt,  in  the  EcoDomic  Journal,  September,  1012, 
Vdl.  zzii.  p.  487. 
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Further:  it  deserves  to  be  borne  in  mind  that  the 
total  supply  of  the  precious  metals  is  now  so  much 
greater  than  it  was  twenty  years  ago  that  the  same 
annual  increment  will  have  much  less  effect  on  prices. 
This  is  the  familiar  consequence  of  the  diurability  of 
the  precious  metals.  To  repeat  what  I  have  said 
elsewhere:  ^  — 

Any  iiniform  increase  in  the  gold  supply,  even  tho  great,  tends  to 
become  progressively  less  in  its  effect.  Each  increment  enlarges 
permanently  the  existing  stock;  and  the  succeeding  increments, 
tho  equally  great,  are  less  in  proportion  to  the  stock  as  enlarged. 
The  increase  in  supply  takes  place  by  arithmetical  progression; 
it  would  have  to  take  place  by  geometrical  progression  in  order 
to  continue  to  lift  prices  at  the  same  rate  as  at  the  start. 

Finally,  a  circumstance  should  be  borne  in  mind 
which  bears  not  only  upon  the  intrinsic  desirability 
of  a  regulative  plan,  but  also  upon  the  attitude  of  the 
general  public  and  the  consequent  political  and  indus- 
trial possibiUties.  Economists  are  familiar  with 
the  difference  between  the  phrase  which  they  use  in 
describing  the  new  conditions,  and  that  which  is  current 
in  popular  discussion.  The  economists  speak  of  the 
''  rise  in  prices  "  ;  the  general  public  speaks  of  the 
"  high  cost  of  living."  The  difference  in  phraseology 
is  not  due  simply  to  variation  of  the  point  of  view. 
It  results  from  the  fact  that  very  different  phenomena 
are  had  in  mind  by  the  two  sets  of  persons.  The 
economist  is  thinking  and  reasoning  about  the  change 
which  has  been  of  special  interest  for  him,  —  the 
general  rise  in  prices.  The  man  on  the  street  is  thinking 
about  the  exceptional  rise  in  the  prices  of  one  important 
set  of  commodities.  Any  one  who  will  examine  with 
care  the  index  numbers  of  our  Bureau  of  Labor  will 
see  what  a  marked  rise,  much  beyond  that  of  the  general 

t  PrindplM  of  EoonomioB,  vol.  i,  p.  902. 
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index  number,  has  appeared  in  the  prices  of  farm  prod- 
ucts, and  especially  in  the  prices  of  meat.^  That 
special  advance  has  taken  place  within  the  last  three 
or  four  years.  It  is  precisely  within  this  period  that 
general  attention  has  been  turned  to  rising  prices. 
What  the  public  has  had  chiefly  in  mind  has  been 
not  the  general  change,  but  the  particular  change  in 
the  commodities  of  wide  consumption.  This,  I  believe, 
is  the  main  cause  of  labor  imrest. 

What  has  caused  the  unusual  rise  in  these  food  prices 
is  a  moot  question.  There  are  careful  observers  who 
believe  it  due  to  far-reaching  influences,  whose  effects 
will  continue  indefinitely.  Here  in  the  United  States 
we  are  told  it  is  the  result  of  the  cessation  of  the  era 
of  free  land,  and  the  imminence  of  diminishing  returns 
in  agriculture.  A  new  stage  in  our  economic  history 
is  said  to  be  opening.  Cheap  cereals  and  cheap  meats 
must  never  again  be  expected;  farm  products  and 
farm  lands  have  permanently  shifted  to  a  higher  level 
of  value.  It  may  be  so;  indeed,  I  am  disposed  to 
think  that  there  is  not  a  little  truth  in  the  statement. 
But  I  suspect  that  there  is  a  tendency  to  exaggeration 
in  it,  and  that  in  part  the  phenomena  of  the  last  few 

1  This  change  i«  not  easily  followed  in  the  Bureau  reports,  because  the  pertinent 
figuiee  are  classified  under  two  heads,  "food"  and  "farm  products."  The  price 
index  of  the  food  group  has  been  in  reoent  years  not  far  removed  from  the  index  for 
commodities  in  general.  But  this  group  includes  such  articles  as  salt,  tea,  coffee,  spices, 
sugar,  whoee  prices  have  been  stationary,  or  rising  but  slightly,  and  ha?e  kept  down  the 
index  for  the  group.  The  prices  of  the  articles  classed  as  "  farm  products  "  (wheat, 
com,  oats,  cattle,  hogs,  sheep)  show  most  strikingly  the  rise  which  has  caused  the 
complaint  of  high  cost  of  living.  Compare  the  general  index  with  that  for  farm  prod- 
ucts since  1907:  — 

Index  for  att  Index  for 

Ywat  Commoditiet  farm  produeU 


1907 

139.5 

187.1 

1906 

122.8 

188.1 

1909 

126.6 

168.1 

1910 

131.« 

164.« 

1911 

129.8 

182.0 

See  also  the  interesting  figures  in  the  Bureau  of  Labor's  Third  Report  on  Retail 
Prices.  Bulletin  no.  108  (1912),  p.  14. 
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years  are  temporary.  There  is  probably  much  truth 
in  the  coimter  opinion  that  cereals,  and  in  some  degree, 
meat  products  also,  are  likely  to  be  lower  in  price 
before  another  five-year  period  is  over.  There  is  a 
possibiUty  of  large  extension  of  the  cultivation  of  wheat; 
and  other  cereals  as  well,  such  as  Indian  com,  have  not 
reached  in  the  United  States  their  limit.  Meat  prod- 
ucts necessarily  show  in  greater  degree  the  influence 
of  long-period  causes,  and  a  subsidence  in  their  prices 
is  not  likely  to  take  place  so  soon  as  in  the  prices  of 
cereals. 

Whatever  be  the  particular  causes  that  have  led 
to  the  high  prices  of  food,  economists  agree  that  these 
causes  will  operate  irrespective  of  any  compensated 
dollar  plan.  This  would  simply  serve,  at  its  best, 
to  keep  general  prices  where  they  are,  leaving  each 
particular  group  of  commodities  subject  to  its  own 
particular  set  of  causes.  If  the  compensated  dollar 
plan  were  to  be  adopted,  and  if  the  prices  of  food 
should  continue  to  mount,  there  would  be  disappoint- 
ment for  the  general  public,  but  nothing  to  surprise 
the  economist.  And  conversely,  it  is  entirely  possible 
that  the  rise  in  the  cost  of  living,  that  is,  the  special 
rise  in  the  prices  of  foodstuffs,  will  reach  its  end  irre- 
spective of  any  monetary  change  whatever.  The 
general  rise  in  prices  and  money  incomes,  to  repeat 
what  has  already  been  said,  is  not  unwelcome  to  the 
great  majority  of  people.  Its  incidental  consequences 
are  perceived  and  debated  chiefly  by  the  economists; 
such  as  the  effects  on  the  creditor  class  and  the 
slowness  of  so-called  fixed  incomes  to  rise  correspond- 
ingly. The  general  public  is  concerned  chiefly  with 
the  conspicuous  rise  in  the  prices  of  foodstuffs,  which 
is  ascribable  to  causes  very  different  from  those  that 
bring  the  general  rise,  and  can  be  reached  only  by 
remedies  very  different. 
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In  sum,  I  am  not  convinced  that  the  evils  of  the 
present  system  are  so  great  as  to  call  for  the  extra- 
ordinary remedy  proposed.  If,  indeed,  consequences 
of  the  most  serious  sort  were  imminent  from  an  over- 
whelming increase  in  the  gold  supply,  we  might  feel 
disposed  to  move  heaven  and  earth  to  prevent  them. 
Obstacles  from  international  jealousy,  or  from  wide- 
spread misconceptions  and  fallacies,  could  then  only 
spur  us  to  greater  exertions.  But  if  the  evils  are  as 
yet  not  unbearable;  if  those  against  which  the  public 
most  rebels  are  due  chiefly  to  other  causes  than  the 
mere  increase  in  gold  supply;  if  the  remedy  proposed 
is  one  whose  operation  is  far  from  certain,  likely  to 
lead  to  complications  of  its  own,  and  in  danger  of 
being  discarded  on  its  first  failure  to  work  a  cure,  — 
let  us  bear  the  ills  we  have.  The  world  haa  long  been 
familiar  with  the  instability  of  the  specie  standard 
of  prices.  We  all  know  that  it  is  far  from  perfect. 
It  is  to  be  defended  not  as  an  ideal  system,  but  as 
the  best  working  expedient  yet  found.  It  is  rooted 
in  the  habits  and  traditions  of  mankind,  as  well  as  in 
the  physical  qualities  of  the  precious  metals.  The 
time  may  come  in  this  matter,  as  in  others,  when 
mankind  will  do  away  with  rough  expedients,  and 
will  adopt  more  refined  methods,  devices  more  con- 
structive. We  may  make  far-reaching  changes  in  the 
whole  regime  of  private  property,  with  which  the  use 
of  the  precious  metals  is  so  closely  connected.  On 
the  whole,  I  conclude  that  this  proposal  for  radical 
change  gives  better  opportunity  for  ingenious  intel- 
lectual exercise  than  for  practical  efficacy. 

F.  W.  Taussig. 

Hartabd  Uniyebsitt. 
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THE  TABULAR  STANDARD  IN  MASSACHU- 
SETTS HISTORY 

SUMMARY 

First  suggestion  of  tabular  standard  erroneously  credited  to  theo- 
rists, 417.  —  Found  earlier  in  Massachusetts  history,  419.  —  In  an  act 
of  1747|  closing  the  struggle  to  adjust  depreciated  bills  of  credit,  425.  — 
New  movement  starts  in  the  Revolutionary  p^iod,  427.  —  Deprecia- 
tion of  bills  and  rise  of  prices  distress  soldiers,  430.  —  Fiuling  to  fix 
prices.  States  raises  pay,  432.  —  Finally  pay  is  raised  in  dose  conformity 
to  computed  rise  of  prices,  435.  —  A  tabular  standard  printed  on  notes, 
1780,  437.  —  The  determination  of  the  table,  439.  —  Imperfect  admin- 
istration, 441.  —  Scant  returns  of  oflSdal  prices,  443.  —  Notes  refunded 
and  law  repealed,  446.  —  Adoption  of  table  in  other  relations,  448.  — 
Comment,  449. 

Appendix  I,  Table  of  Depreciation,  452;  II,  President  Langdon's 
Account,  454;  III,  Fao-simile  of  a  Note,  455. 

According  to  their  degrees  of  care  and  wisdom 
writers  in  economics  have  credited  the  first  suggestion 
of  a  tabular  standard  of  values  to  one  theorist  or 
another.  Jevons,  whose  chapter  in  his  Money  and  Ihe 
Mechanism  of  Exchange  did  as  much  as  anything  else  to 
make  the  tabular  standard  known  universally,  states 
definitely  that  "  the  idea  was  perhaps  derived  from  the 
ingenious  work  of  Joseph  Lowe  ";  ^  and  that  it  was 
"  probably  invented  by  him."  *  Lowe  himself  mentions 
several  earlier  writers  as  having  in  some  measure  pre- 
pared the  way  for  him;  and  to  one  of  these,  Sir  George 
Shuckbm'gh  Evelyn,'  Hirst  ascribes  the  earliest  mention 
of  the  scheme.^     But  it  is  probable  that  the  idea  of 

*  IiiT««ticatioDi  in  Cuznney  and  Fhumoe,  p.  122,  n. 

*  Money  and  the  Mefthaniem  of  Ezohange,  p.  829. 

*  Called  Sir  Georse  Shuekbursh  by  Lowe  and  many  oihen. 

4  «« xhua  Evel3m  may  be  regarded  as  the  firet  writer  who  definitely  propoaed  a 
tabular  atandard;  while  Joeeph  Lowe  ...  ia  the  fiiet  to  lay  any  oonaderable  atreai 
upon  ita  praetioal  value.*'     Palcrave,  Dietionary  of  PoUtioal  Economy,  vol.  iii,  p.  000. 

417 


Digitized  by  VjOOQ IC 


418  QUARTERLY  JOURNAL  OF  ECONOMICS 

something  of  the  nature  of  a  composite  standard  or 
measure  of  values  came  more  or  less  definitely  into  the 
minds  of  a  number  of  thinkers  independently.  For, 
once  it  is  recognized  that  money  (specie  money)  is 
variable  in  value,  there  is  no  halting  the  quest  for  a 
stable  standard  in  any  one  commodity. 

It  is  undeniably  true  that  Lowe  ^  developed  the  idea 
with  much  the  greatest  fulness  and  with  the  clearest 
understanding  of  its  meaning.  But  Ricardo  faced 
squarely  and  rejected  the  proposal  to  judge  the  value  of 
money  by  ''  its  relation,  not  to  one,  but  to  the  mass  of 
commodities."  *  He,  of  course,  was  later  than  Evelyn;  • 
but  Adam  Smith  himself,  in  chapter  eleven  of  the  first 
book  of  the  Wealth  of  Nations,  refers  several  times  to  a 
'^  set  of  commodities  "  as  a  possible,  altho  unsatisfac- 
tory, measure  of  value.*  It  is  imcertain  to  what  extent 
Arthiir  Young  *  and  Count  Soden  •  ought  to  be  recog- 
nized as  among  the  first  to  catch  the  idea  of  ascertaining 
changes  in  the  value  of  money  by  computing  the  prices 
of  a  number  of  commodities ;  for,  as  in  the  cases  of  Smith 
and  Ricardo,  so  in  others,  it  is  not  easy  to  judge  how 
fully  the  idea  was  developed  in  the  mind  of  a  writer 
who  took,  as  it  were,  a  side  glance  at  it. 

But  it  is  not  the  piupose  of  this  paper  to  pass  upon  the 
relative  merits  of  the  score  or  two  of  theorists  who  have 
given  attention  to  tabular  standards  or  to  the  deter- 
mination of  changes  in  the  value  of  money  by  reference 

1  The  Present  State  of  England  (1822),  pp.  316  ff.,  331  ff. 

*  Propoeale  for  an  Economical  and  Secure  Currency.  2d  ed.  (1816),  pp.  14  ff. 

s  An  Account  of  Some  Endeavours  to  ascertain  a  Standard  of  Weight  and  Measure. 
Philosophical  Transactions  of  the  Royal  Society,  1708,  Part  I,  p.  176. 

*  '*  Labour,  it  must  always  be  remembered,  and  not  any  particular  commodity  or 
set  of  commodities,  is  the  real  measure  of  the  value  both  of  silver  and  of  all  other  com- 
modities."    Nicholson's  edition,  p.  79;  Cannan's  edition,  vol.  i,  p.  187. 

*  An  Inquiry  into  the  Progrosrive  Value  of  Money  in  England,  1811. 

*  National-Oekonomie,  2,  pp.  338  ff. 
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to  the  prices  of  commodities.  I  wish  to  call  attention 
to  two  periods  in  early  American  history  when  the 
essential  principle  of  the  tabular  standard  was  embodied 
in  legislation;  both  periods  being  well  before  the  time  of 
any  of  the  theorists  *  to  whom  the  origin  of  the  idea  has 
been  traced.  Evelyn's  paper  is  the  earliest  discussion 
in  which  any  clear  recognition  of  a  composite  standard 
or  measure  of  exchange  values  has  been  found.*  Yet  a 
goodly  number  of  years  before  Evelyn  wrote  the  men  of 
Massachusetts  had  had  the  same  idea;  and  at  two 
distinct  times  had  written  it  into  law.' 

The  general  course  of  Massachusetts  experience  with 
paper  money  in  the  early  eighteenth  century  is  well 
known.  Public  bills  of  credit  were  first  issued  in  1690, 
when  the  attempt  of  Sir  William  Phips  upon  Quebec 
had  failed;  and  by  1710  depreciation  had  become  great 
enough  to  attract  serious  attention.  Of  the  vast 
number  of  measures  taken  in  the  attempt  to  stay  the 
fall  of  the  bills  and  to  prevent  or  reduce  its  harmful 
effects  only  a  few  need  now  to  be  recalled. 

A  law  of  1712  had,  in  effect,  given  the  current  bills 
full  legal  tender  at  face  value  by  providing  that  an  offer 
of  them  in  payment  should  stay  executions;  and  this 
law  was  continued  in  force  until  October  31,  1741.     As 

1  Unleas,  indeed,  Adam  Smith  be  ooxmted  among  them. 

*  It  ia  perhapa  open  to  question  how  serioualy  Evelyn  took  the  scheme.  Havinc 
dealt  with  the  truly  worthy  topics  indicated  in  his  title,  he  apologiies  for  lowering  the 
dignity  of  philosophical  discussion,  and  then  goes  on  to  develop  his  plan  for  combining 
prices.     But  he  is  surprisingly  crude  in  it  all. 

*  Nobody  can  see  better  than  I  how  veiy  incomplete  is  the  account  given  in  this 
paper.  I  should  not  venture  to  present  it,  fragmentary  as  it  is,  but  for  the  encourage- 
ment and  even  pressure  of  colleagues,  who  lead  me  to  believe  that  such  a  provisional 
sketch  as  my  notes  could  3^eld  might  induce  somebody  else  to  carry  the  study  further. 

Only  two  writers,  to  my  knowledge,  have  mentioned  the  fiist  case.  Andrew 
McFarland  Davis  refers  to  it  in  his  Currency  and  Banking  in  the  Province  of  Massa- 
chusetts Bay,  Part  I,  p.  195,  but  very  briefly  and  apparently  without  catching  its 
significance.  Felt  bansly  mentions  it  in  his  Historical  Account  of  Massachusetts 
Curreney,  p.  118.  Of  the  later  and  much  more  interesting  case  there  are  also  two  notes 
in  print,  one  by  Eltweed  Pomeroy  in  the  Arena  magaiine  for  September,  1897,  and  the 
other  by  Fhmk  Parsons  in  his  booklet.  Rational  Money,  1898,  p.  137. 
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the  continued  and  rapid  fall  of  the  bills  registered  itself, 
—  most  clearly  and  definitely  in  the  market  for  silver 
and  London  exchange,  but  also  generally  in  the  prices 
of  commodities  and  services,  —  the  disturbance  and 
injustice  increased.^  A  number  of  attempts  were  made 
to  secure  an  official  determination  of  the  extent  of  the 
depreciation  and  to  give  the  bills  l^al  currency  at  corre- 
spondingly reduced  values.  In  1727  a  bill  with  such  a 
scale  of  depreciation  for  the  years  1710-27,  to  be  applied 
in  the  liquidation  of  debts,  was  introduced  and  failed 
of  passage.*  In  1734  a  similar  bill  for  ascertaining  the 
value  of  the  notes  was  defeated  in  the  House.'  But  in 
1737  a  law  was  passed  ^  which  virtually  recognized  a 
loss  of  two-thirds  value  in  the  bills  previously  emitted; 
for  it  put  out  a  new  series  of  bills,  the  "  new  tenor,"  and 
ordained  that  they  should  pass  at  three  times  the  value 
of  the  others. 

During  all  the  period  of  paper  money  in  Massa- 
chusetts there  were  conflicts  among  the  various  political 
and  industrial  classes  which  it  is  not  easy  to  describe  or 
trace.  But  the  Governor,  as  the  representative  of  the 
Home  Government,  was  usually  on  the  side  of  conserva- 
tism in  the  issue  of  bills;  and  with  the  appointment  of 
Shirley  as  Governor,  in  the  summer  of  1741,  a  new  stage 
in  the  conflict  is  marked.     Early  in  his  administration 

>  A  memorial  to  the  Couneil  in  the  seadon  of  174^^3  recited  that  ainoe  1712  H  had 
been  the  **  uninterrupted  praotice  "  of  courts  to  iamie  judcmenta  at  the  nominal  auma  in 
the  biUa  of  credit  and  that  the  bills  had  been  "  continually  accepted  by  the  creditor  in 
satisfaction  of  his  debt."  The  same  memorial  redted  further  that  "  the  intent  and 
expectation  of  those  persons  who  have  from  time  to  time  borrowed  and  lent  any  sum  or 
sums  of  bills  of  credit  on  penal  bonds  and  mortgaces  (except  when  the  value  of  the  biUs 
of  credit  has  been  fixed  and  ascertained)  has  been  to  pay  and  be  paid  the  same  nominal 
sum  in  bills  of  credit  acsin  and  to  run  the  risque  of  their  rising  and  faffing  in  value:  and 
the  aforesaid  practice  of  the  courts,  and  the  said  intent  and  expectation  of  the  parties, 
have  had  an  influence  upon  all  trade  and  dealing  throughout  the  Province.*' 

>  Felt,  An  Historical  Account  of  Massachusetts  Currency,  p.  83.  Davis,  Currency 
and  Banking  in  the  Province  of  Massachusetts  Bay,  Part  I,  p.  190. 

s  Davis,  p.  139. 

«  Chapter  8  of  1736-^. 
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and  under  his  influence  two  important  currency  acts 
were  passed.  By  one  ^  £30,000  of  new  bills  of  credit 
were  authorized  and  appropriated  to  various  uses. 
While  the  nominal  basis  of  the  bills  remained  as  before, 
six  shillings  and  eight  pence  to  the  ounce  of  silver,  they 
were  given  a  wider  legal  currency,  apparently  full  legal 
tender; '  and  it  was  further  provided  that  one  shillmg 
of  this  issue  should  have  power  to  pay  "  any  debt  of  four 
shillings,*  heretofore  contracted,"  "  specialties  and 
express  contracts  in  writing  excepted."  Taxes  were 
laid  for  sinking  the  bills;  and  in  payment  of  these  there 
was  provision,  as  in  many  former  tax  laws,  for  the  re- 
ceipt at  the  treasury  of  staple  products  of  the  Province. 
But,  as  against  the  former  practice  of  fixing  in  the  tax 
law  itself  the  rates  at  which  products  should  be  received, 
it  was  now  provided  that  they  should  be  taken  at "  such 
moderate  rates  and  prices  as  the  respective  general 
assemblies  "  of  1744,  1745,  and  1746  might  set.  In 
section  twenty-two  it  was  provided  further  that,  if  these 
general  assemblies  should  not  set  the  prices  by  June  20 
of  their  respective  years,  then  a  committee  of  the 
province  treasurer  and  the  eldest  councillor  in  each 
county  should  give  a  rating. 

Another  act  of  the  same  session  —  in  fact,  the  next 
act  in  the  numbered  series  and  passed  on  the  same 
day, — was  connected  intimately  with  the  foregoing 
as  a  part  of  Shirley's  monetary  reform.  It  gave  the 
bills  issued  under  the  former  act  their  legal  currency 
until  March  31,  1747,  rated  them  at  six  shillings  and 

>  ChApter  11  of  1741-42,  pMsed  January  16,  1742. 

>  "  Thia  bill  of  twvnty  ahiUiiifi,  .  .  .  shall  be  equal  to  three  ouneea  of  ooin'd 
diver,  .  .  .  and  shaD  be  so  aooepted  In  all  pasrmenta  and  in  ye  tnaaury." 

*  Apparently  this  rating  was  based  upon  previous  inquiries.  At  least  twice  within  a 
year  and  a  half  (July  20, 1740,  and  November  2, 1741)  the  Council  had  received  reports 
that  public  bills  of  exehance  were  "  not  more  than  four  hundred  per  cent."  Council 
Beooids,10:  pp.  408, 649. 
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eight  pence  to  the  ounce  of  silver,  and  then  ordained 
that,  if  in  the  future  the  bills  should  fall  below  this  value, 
judgments  in  court  should  be  rendered  either  in  terms 
of  silver  or  in  the  bills  with  a  due  allowance  for  their 
depreciation.  The  measure  of  the  depreciation  was  to 
be  the  cost  of  silver  and  London  exchange;  and  the 
method  of  determination  was  to  be  somewhat  like  that 
for  the  rating  of  commodities  for  taxes.  The  duty  lay- 
first  upon  the  respective  general  assemblies,  for  semi- 
annual ratings.  In  default  of  action  by  the  general 
assembly,  a  committee  of  the  eldest  coimcillors  as  before, 
but  without  the  province  treasurer,  should  act.  In 
default  of  action  by  the  coimcillors,  a  committee  of  five 
*'  able  and  sufficient  men  "  were  to  be  appointed  by  the 
justices  of  the  superior  court  of  judicature.* 

Shirley  claimed  much  credit  for  the  enactment  of 
these  two  laws,  apparently  trusting  that  he  had  safe- 

^  Both  of  these  aots  may  be  found  in  their  chronological  order  in  the  aeoond  Toluma 
of  the  printed  Acta  and  Reeolves  of  the  Province  of  Massachuaetta  Bay.  They  have 
been  mentioned  by  a  number  of  writera.  It  ia  apparent  that  Sumner  (Hiatory  of  Ameri- 
can Currency,  p.  31)  reeta  hia  atatement  upon  Hutchinaon'a  hiatory  of  Maaaaohuaetta; 
and  it  ia  quite  evident  that  Qouge  (Short  History  of  Paper  Money  and  Banking  in  the 
United  States,  Part  II,  pp.  19  ff.)  and  Barry  (The  Hiatory  of  Maaaachuaetta— Provincial 
Period,  p.  135)  do  ao.  Hutchinaon  (Hiatory  of  Maaaachuaetta,  3d  ed.,  1795,  vol.  ii, 
p.  860),  Felt  (Historical  Account  of  Maaaachuaetta  Currency i  p.  Ill),  Minot  (Hiatory  of 
Maasachuaetta,  p.  91),  and  Palfrey  (Hiatory  of  New  England,  vol.  v,  p.  103)  not  only 
ahow  no  realisation  of  the  importance  of  chapter  12.  but  fall  into  aome  error  or  confusion 
aa  to  the  nature  of  the  legislation.  Davia  (Currency  and  Banking  in  the  Province  of 
Maaaachuaetta  Bay.  Part  I,  cha.  7-9)  givea  a  great  many  facta,  but  even  he  doea  not  aee 
the  meaning  of  chapter  12. 

Maasachusetta  waa  not  alone  in  legislation  of  this  kind.  It  is  clear,  from  statements 
made  by  Davis  (p.  327)  and  Bullock  (Eaaaya  on  the  Monetary  History  of  the  United 
States,  p.  242)  and  from  sources  they  have  revealed  that  New  Hampshire,  as  might  have 
been  expected  from  her  close  relations  with  Maaaaohuaetta,  came  to  the  aame  legialation 
as  Maaaachuaetta,  in  the  aame  way  and  in  the  aame  year,  1742,  and  that  ahe  had  much 
the  aame  experience  of  very  difficult  and  imperfect  enforcement.  Davis  has  ahown 
aimilar  legialation  in  Rhode  laland  in  1741,  1744,  and  1750  (pp.  347,  351)  and  in  Con- 
necticut in  1742  (p.  363).  Doui^aaa,  writing  hia  Diacourae  concerning  the  Currencies 
of  the  Britiah  Plantationa  in  America  (1739)  auggeated  an  annual  detennination  of  the 
value  of  the  province  billa  by  the  Governor  and  Council  upon  the  baaia  of  aflver  and 
London  exchange  (Reprint  in  Economic  Studiea,  vol.  ii,  p.  345)»  adding, "  Both  Carolina*a 
have  given  us  a  aucoeesful  Precedent."  The  schedule  of  ratings  for  South  Carolina 
for  17(X)  to  1739  is  given  as  an  appendix  to  volume  9  of  the  Statutes  of  South  Carolina, 
published  in  1841.  For  a  dear  indication  of  a  similar  policy  in  North  Carolina  as  early 
aa  1729,  see  Bullock,  pp.  129-137,  143-144.  For  the  ooune  of  Rhode  Island  as  early 
as  1720,  see  Phillips,  Historical  Sketch  of  the  Paper  Currency  of  the  American  Colonist, 
p.  104. 
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guarded  perfectly  the  interests  of  creditors.  He  held 
that  the  two  laws  were  "  of  more  service  to  the  country 
than  all  the  acts  of  assembly  that  had  been  made  since 
the  first  emission  of  bills  in  the  province."  ^  It  is  highly 
probable  that  his  personal  and  official  influence  had 
much  to  do  with  securing  the  enactments;  but  other 
forces  were  working  to  the  same  end.  Felt  refers  to  the 
essential  provision  as  one  '^  which  had  long  been  on  the 
tapis";  and  Hutchinson  definitely  suggests  as  the 
originator  Colonel  Stoddard  of  Northampton.  Doug- 
lass was  urging  it  in  1739.  It  is  probable  that  the  idea 
originated  independently  in  the  minds  of  many,  as  it 
easily  might  under  a  currency  sinking  in  value  so  very 
rapidly.  Several  attempts  had  been  made  to  arrange 
a  scale  of  depreciation  of  the  notes  for  years  past;  and, 
once  the  fact  and  degree  of  past  depreciations  estab- 
lished, it  was  no  great  step  in  advance  to  anticipate 
future  depreciations. 

But,  if  Shirley  fancied  that  his  "  equity  bills,"  as  the 
new  bills  came  to  be  called,^  were  to  end  the  troubles 
from  depreciating  currency,  he  misjudged  them.  In- 
deed, it  is  not  clear  that  troubles  lessened.  For  to 
former  points  of  disagreement  there  was  now  added  the 
question  in  which  of  the  three  possible  ways  the  official 
valuations  should  be  made.  Davis  shows  something 
of  the  contests  between  House  and  Council  over  this 
matter.'  Hutchinson's  reference  to  the  customary 
lack  of  firmness  in  the  councillors  and  to  the  exceptional 
courage  and  strength  of  Mr.  Nathaniel  Hubbard, 
"  eldest  counsellor  for  the  county  of  Bristol,"  would 
make  it  clear  that  the  councillors  did  sometimes  act. 

Palfrey's  History  of  New  Enisiand,  quoted  by  Davis,  p.  268. 

>  They  were  called  also  "  new  tenor,"  the  bills  of  1737  being  now  called  "  middle 
tenor,"  and  those  of  earlier  dates  "  old  tenor."  But  the  old  tenor  continued  to  be  the 
common  measure  of  values. 

•  Pp.  178  ff. 
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But  the  large  number  of  committee  reports  to  which 
Davis  refers  ^  and  other  evidence  show  that  the  last  was 
the  usual  method  of  determination.  The  general 
assembly,  however,  asserted  its  final  authority  over  the 
valuations;  and  for  some  years  at  least  it  would  not 
sanction  any  finding  of  depreciation  in  the  ^'  new  tenor  " 
bills  of  1742.  By  chapter  7  of  the  laws  of  1743-44  the 
legislature  set  aside  a  finding  of  the  judges  of  the  supe- 
rior court  by  committee,  reducing  the  reported  price  of 
silver  from  seven  shillings  and  two  pence  to  six  shillings 
and  eight  pence,  the  nominal  parity  of  the  new  bills. 
And  I  have  been  unable  to  find  any  legislative  approval 
of  any  higher  rating  of  silver  until  August  17,  1744. 
Then,  indeed,  the  assembly  approved  a  rating  of  seven 
shillings  and  six  pence,  made  by  "  John  Osborne  Esqr 
from  the  committee  appointed  to  state  the  value  of  the 
biUs  of  credit."  But  this  was  the  first  reported  rating 
after  a  law  of  June,  1744,  had  provided  still  another  new 
series  of  bills,  "  last  new  tenor,"  or  "new  tenor  seconds," 
of  which  the  nominal  parity  was  the  same  as  the  ratiog 
of  Osborne's  committee.  December  27  following,  the 
same  rating  by  the  same  committee  was  again  sanc- 
tioned by  the  general  assembly.  Davis  shows  five 
subsequent  findings  at  this  same  rate,  the  last  being  of 
August  8,  1746.  Later  than  this  even  his  intelligent 
industry  has  revealed  no  valuations. 

There  are,  of  course,  not  a  few  statements  which 
bear  upon  this  matter.  Felt  gives  a  table  of  silver 
prices  from  1710  to  1752,*  in  old  tenor  bills;  and,  while 
his  statistics  are  without  cited  authority,  they  match  so 
well  with  other  evidence  that  they  may  perhaps  be 
accepted.     He  makes  the  price  run  up  very  rapidly  in 

1  MMWohusetts  Arohives,  102:  pp.  286,  806.  384.  338.  841.  398.  Dvm  givw  a 
taboUff  ■tatement  of  valuatknii  from  1748  to  1746  (p.  108). 

*  Pp.  83. 136. 
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the  late  forties,  even  after  the  Louisburg  ransom  was 
reasonably  certain  to  be  had  and  used  for  the  resump- 
tion of  a  specie  currency.  His  figures  run  from  twenty- 
eight  shillings  in  1744  to  sixty  in  1749-52.  And  these 
match  with  the  terms  of  the  resumption  law,^  by  which 
old  tenors  were  to  be  redeemed  at  forty-five  shillings 
for  one  piece  of  eight,  and  the  middle  and  new  tenors 
at  eleven  shillings  and  three  pence.  The  piece  of  eight 
weighed  not  far  from  three-quarters  of  an  ounce, 
perhaps  from  fifteen  to  seventeen  pennyweights. 

But  otherwise  than  through  lack  of  fair  ratings  the 
law  failed  to  seciire  all  that  had  been  hoped  from  it. 
Hutchinson  states  *  that  ''  unless  in  debts  of  long 
standing,  which  the  debtor  could  not  pay  without  an 
action  at  law,  demand  was  not  ordinarily  made  for  the 
depreciation."  And  Minot  says  that  "  on  simple 
contracts,  which  were  by  far  the  most  numerous,  no 
allowance  was  made."  *  It  is  also  evident  that  the 
law  could  have  no  effect  for  debts  not  running  past  one 
of  the  dates  of  valuation. 

Dissatisfaction  with  the  laws  of  1742  continued 
general;  ^  and  out  of  this  there  came  an  important 
amendment  ^  in  which  the  principle  of  the  tabular 
standard  is  given  recognition,  perhaps  one  might  say 
full  recognition.  The  motive  and  character  of  this 
truly  important  act  cannot  be  shown  more  clearly  than 
in  its  preamble  and  terms.  After  a  reference  to  the 
earUer  act  of  1742,  for  ascertaining  the  periodic  values 
of  the  "  equity  bills,"  it  goes  on  as  follows. 

t  Chapter  16  of  1749^9. 

*  History  of  MaasMhuwtts,  voL  ii,  p.  3(12. 

•  Ibid.,  p.  01. 

«  Davis,  p.  178;  Felt,  p.  117. 

»  Chapter  12  of  the  aots  of  1747-48,  passed  September  12, 1747.  Felt,  who  makes 
the  briefest  possible  mentioii  of  the  set,  gives  a  margfaul  date,  February  8, 1748. 
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and  Whereas  in  the  rule  by  said  act  prescribed  for  determining  the 
value  of  such  bills,  from  time  to  time,  for  the  purpose  aforesaid, 
only  silver  and  bills  of  exchange  are  made  the  standard  whereby 
said  bills  are  to  be  estimated  in  order  to  the  pajrment  of  private 
debts  to  be  contracted  within  the  time  aforesaid;  which  rule  by 
experience,  has  been  found  to  be  unequal,  and  not  to  assure  the  good 
intention  of  the  said  act,  inasmuch  as  the  bills  of  credit  being  the 
only  mediimi  of  trade  and  commerce  in  this  and  the  other  govern- 
ments in  New  England,  their  value  cannot  be  truly  estimated  by  the 
prices  of  any  one  or  two  particular  conunodities  or  merchandizes, 
such  as  bills  of  exchange  and  silver  now  are,  and  have  for  several 
years  past  been,  within  this  and  the  aforesaid  other  colonies,  and 
the  prices  of  which  in  bills  of  publick  credit  have  been  found  liable 
to  be  very  suddenly  and  inmioderately  increased  by  a  few  persons 
for  the  sake  of  serving  their  own  particular  trade  or  interest,  whereby 
the  bills  of  credit  have  often  been,  to  the  great  grievance  of  debtors, 
much  depreciated  with  respect  to  bills  of  exchange  and  silver,  tho', 
at  the  same  time,  they  have  kept  their  value  with  respect  to  all 
other  commodities  and  merchandizes  in  this  province:  now,  for 
preventing  any  future  inconvenience  which  may  arise  to  the  debtor 
from  estimating  the  value  of  bills  of  credit  by  comparing  them  with 
the  prices  of  bills  of  exchange,  and  silver,  alone,    .    .    . 

[It  is  enacted]  That  when  any  valuation  shall  be  made  of  the  bills  of 
publick  credit  on  this  province,  in  pursuance  of  said  act  and  for  the 
purposes  therein  mentioned,  regard  shall  be  had  not  only  to  silver 
and  bills  of  exchange,  but  to  the  prices  of  provisions  and  other 
necessaries  of  hfe,  and  to  the  difference  that  may  arise  from  the 
plenty  or  scarcity  of  them,  or  other  circumstances  which  may 
casually  occasion  the  rise  or  fall  of  them,  at  the  respective  seasons 
wherein  such  valuations  shall  be  made  as  aforesaid. 

I  have  no  real  knowledge  as  to  the  effects  of  this  law. 
That  it  did  not  produce  great  results  is  shown  by  the 
continuance  of  the  struggles  between  debtors  and  credi- 
tors and  of  the  disagreements  about  determining  the 
depreciations  of  the  bills  of  credit.  But  at  the  most  it 
can  have  had  only  brief  importance.  Only  two  more  of 
the  semi-annual  dates  for  valuing  the  bills  came  around 
before  the  law  for  the  resumption  of  a  specie  currency 
was  passed;  and  the  valuations  then  provided  for  pur- 
poses of  redemption  superseded  all  others.  Soon  all 
questions  of  ascertaining  the  value  of  a  paper  currency 
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were  done  away.  Altho  Massachusetts  issued  con- 
siderable amounts  of  treasury  notes  in  the  next  twenty- 
five  years,  they  bore  interest  and  were  not  intended  for 
circulation.  Nor  did  they  circulate.  As  soon  as 
experience  of  sound  finance  had  removed  the  popular 
prejudices  against  public  bills,  the  treasury  notes  be- 
came a  favored  form  of  investment. 

When  the  war  for  independence  came  on,  Massa- 
chusetts felt  compelled  to  turn  back  with  the  other 
colonies  to  the  issue  of  bills  of  credit.  Beginning  May 
20,  1775,  with  a  modest  emission  of  £26,000  of  l^al 
tender  notes,  she  ran  rapidly  into  the  hundreds  of  thou- 
sands; and,  when  the  inevitable  depreciation  came,  she 
suffered  with  the  other  colonies  the  effects  of  their 
conunon  policy,  and  struggled  with  them  for  escape. 
But  no  more  than  in  following  her  course  in  the  first  half 
of  the  century  is  it  here  necessary  to  trace  through  the 
complications  of  miUtary,  poUtical,  industrial,  and 
monetary  history.  All  those,  except  for  occasional 
reference,  may  be  left  out  of  account. 

Of  course,  the  depreciation  of  the  bills  registered  itself 
in  a  rise  of  prices.  For  a  long  time  this  rise  was  faced 
as  a  result  of  all  sorts  of  evil  practices  among  commercial 
men,  so  that  many  severe  statutes  were  passed  against 
"  forestalling,"  "  monopoly,"  ''  oppression,"  "  extor- 
tion," and  other  like  enormities.  And,  with  all  the 
rest,  there  were  many  attempts  to  fix  maximum  prices 
for  staple  commodities. 

First  and  last,  from  1776  to  1780,  there  were  some 
eight  conferences  held  at  various  places  for  the  purpose 
of  securing  harmonious  action  among  the  states  in 
the  control  of  prices;  and  in  entering  one,  the  first,  of 
these  Massachusetts  took  a  step  which  started  her 
again,  altho  by  a  different  path,  toward  the  tabular 
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staxidard.  Massachusetts  long  had  been  accustomed 
to  the  legal  rating  of  prices;  and  as  soon  as  the  issue  of 
paper  money  had  been  resimied,  she  began  to  consider 
the  regulation  of  the  prices  of  staples.  She  was,  there- 
fore, ready  to  respond  quickly  to  an  invitation  of 
Governor  Trumbull  of  Connecticut  and  send  delegates 
to  meet  in  conference  with  the  other  New  England 
states  at  Providence  in  December,  1776.  The  purpose 
of  the  conference  waa  to  secure  a  harmonious  scale  of 
prices  for  all  the  New  England  states;  and  an  agree- 
ment was  reached  quickly.  Convening  on  Christmas 
Day,  the  delegates  passed  to  the  adoption  of  figures  on 
December  28,  and  on  the  last  day  of  the  year  had  com- 
pleted a  schedule  of  rates.  ^  Upon  most  of  the  goods 
specified  the  prices  were  to  be  the  same  for  all  New 
England;  but  in  a  few  cases  lower  figures  were  allowed 
for  Connecticut.  For  some  bulky  articles,  as  hay  and 
lumber,  in  which  there  could  be  no  extensive  commerce 
at  that  time,  the  conference  advised  the  separate  states 
to  determine  their  own  rates. 

The  Massachusetts  delegates  reported  back  to  their 
Council  on  January  4,  1777;  and  on  January  25  the 
schedule  of  the  Providence  convention,  with  some  few 
modifications,  was  carried  into  a  law,  the  famous  "  Act 
to  Prevent  Monopoly  and  Oppression,"  chapter  14  of 
1776-77.  The  articles  covered  included  some  fifty 
or  more  great  staples,  but  in  particular  food  stuffs  and 
materials  for  wearing  apparel.'  The  prices,  in  their 
exact  amounts,  were  to  apply  to  Boston  only;  and  to 
the  selectmen  of  the  several  towns  was  assigned  the 
task  of  adjusting  local  prices  ''  according  to  the  custo- 
mary relation  to  Boston  prices."     To  the  same  author- 

>  The  work  of  the  oonferenoe,  m  well  as  its  results  in  later  Massachusetts  legislation, 
is  described  in  a  long  note  to  chapter  6  of  the  laws  of  1777-78  in  volume  5  of  the 
printed  Acts  and  ResolTes  of  the  Provinoe  of  Massachusetts  Bay. 

*  The  list,  with  prices,  is  given  by  Felt,  pp.  170-173. 
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ity  was  also  entrusted  the  duty  of  fixing  prices  for  any 
goods  not  listed  in  the  act.  The  only  articles  which 
demand  our  attention  are  "  Good  Indian  meal  or  com/' 
4s.  a  bushel;  ''  good  merchantable  sheeps  wool/'  2s.  a 
poimd;  ''  good  well  fatted  grass  fed  beef/'  3d.  a  poimd; 
^'  stall  fed  beef,  well  fatted/'  4d.  a  pound;  ''  tanned 
hides/'  Is.  3d.  a  pound. 

But  the  act  did  not  stand  for  long.  Complaint  was 
made  at  once  that  the  scale  of  prices  was  below  the  costs 
of  procuring  the  goods;  and  so  an  act  of  May  10  allowed 
certain  higher  figures.  Under  date  of  May  14,  Gover- 
nor Cooke  of  Rhode  Island  sent  in  a  complaint  that  the 
"  Two  neighboring  states  that  are  powerful "  had  not 
enforced  the  terms  of  the  Providence  agreement,  and 
that  '^  this  httie  state  "  could  not  give  them  effect 
alone.  He  added  that  in  Rhode  Island  there  ''  hath 
been  an  almost  intire  stop  of  vending  the  necessary 
Articles  of  Life."  Similar  complaints  came  also  from 
powerful  interests  within  the  state.  During  the  sum- 
mer a  great  deal  of  attention  was  given  to  the  schedule 
of  prices  by  the  legislature;  and  two  motions  to  repeal 
the  Act  against  Monopoly  and  Oppression weredefeated. 
Meanwhile  another  conference,  of  New  England  and 
New  York,  had  convened  at  Springfield,  July  30,  to 
consider  the  acts  against  monopoly  and  several  other 
related  measiu'es  of  military,  commercial,  and  financial 
policy.  The  result  of  this  conference  was  a  set  of  eight 
resolutions;  on  measiires  against  depreciation,  on  taxa- 
tion for  war  purposes,  on  the  prevention  of  engrossing, 
on  freer  commercial  intercourse  among  the  states,  on  the 
supplying  of  the  troops,  and  so  forth.  In  particular,  it 
was  advised  that  the  acts  against  monopoly  and  oppres- 
sion, so  far  as  they  involved  a  fixing  of  prices,  should  be 
repealed,  because  these  acts  had  been  inconvenient  and 
had  better  be  replaced  by  other  measiu'es. 
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The  report  of  the  Massachusetts  delegates  was  pre- 
sented to  the  Council  August  11;  and  October  13,  the 
acts  against  monopoly  and  oppression  were  both  re- 
pealed, for  the  declared  reason  that  they  "  have  been 
very  far  from  answering  the  salutary  purposes  for 
which  they  were  intended."  *  And,  altho  "  An  Act 
against  Monopoly  and  Forestalling"  was  passed  in 
February,  1779,  in  deference  to  the  strongly  expressed 
wishes  of  Congress  and  some  of  the  states,  Massa- 
chusetts would  not  again  take  what  she  considered  the 
futile  action  of  fixing  prices. 

But  some  important,  or  at  least  interesting  policies  of 
government  grew  out  of  these  laws,  brief  tho  their 
continuance  had  been.  The  hardness  with  which  the 
rapid  rise  of  prices  bore  upon  many  classes  had  been 
recognized  early  and  everywhere.  Local  and  general 
records  show  many  attempts  to  afiford  relief.*  But,  for 
reasons  not  far  to  seek,  the  soldiers  and  their  families 
had  early  been  recognized  as  having  peculiar  claims  for 
consideration  and  relief.  The  rise  of  prices  was  so 
rapid  that  in  the  time  between  the  payment  of  the  man 
in  the  army  and  the  quickest  receipt  of  his  money  by  his 
family  there  might  be  great  changes;  whereas  the 
nature  of  his  service  ought  to  assure  him  the  justest 
treatment.  The  preamble  of  the  Act  against  Monopoly 
and  Oppression  had  recited  that  ''  exorbitant  prices 
dishearten  soldiers." 

Early  in  1777  the  legislature  of  Rhode  Island  had 
passed  a  law  that  soldiers  of  that  state  enlisting  into  the 

1  Chapter  6  of  1777-78.  For  interesting  records  of  town  action  under  this  act 
•gainst  monopoly  and  oppression  see  Boston  Record  Commissioners,  25th  Report,  p. 
30;  and  The  Old  Records  of  the  Town  of  Fitchburs,  Massachusetts  (1808).  vol.  i.  pp. 
139-145. 

s  The  Selectmen's  Minutes  of  Boston  have  this  entry,  under  date  of  June  10,  1778. 
"  Voted,  that  Mr.  Peiroe  who  warns  Strangers  to  depart  this  Town,  be  allowed  in  addi- 
tion to  his  stated  Salary  of  £40  the  further  Sum  of  Thirty  Pounds  in  consideration  of  the 
high  price  of  Provisions  Ac.  to  commence  from  the  1  Inst." 
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continental  army  should  be  supplied  with  the  articles 
listed  by  the  Providence  conference  at  the  prices  then 
itgreed  upon.  The  same  state  had  also  ordered  that 
there  should  be  a  committee  in  each  town  to  supply  the 
soldiers'  families  at  the  legal  rates,  upon  the  deposit 
of  the  money  for  purchasing.  Precisely  this  principle, 
or  policy,  was  sanctioned  by  the  Springfield  conference 
of  July,  1777;  and  upon  a  report  of  the  Massachusetts 
delegates  to  their  legislature  a  law  of  almost  identically 
the  same  nature  was  enacted  three  days  before  the 
repeal  of  the  monopoly  and  oppression  laws,  that  is, 
October  10,  1777. 

A  further  recommendation  of  the  Springfield  con- 
ference was  embodied  in  another  law  of  October  13, 
1777.  By  this  act  all  non-interest  bearing  bills  of  credit 
of  above  one  dollar  denomination  were  ordered  in  by 
January  1,  1778,  to  be  exchanged  for  six  per  cent  treas- 
ury notes.  At  the  same  time  an  attempt  was  made  to 
take  from  the  bills  of  credit  their  legal  currency.  But 
it  waa  not  found  practicable  to  adhere  to  this  policy  of 
contraction.  Several  times  the  date  for  calling  in  the 
bills  of  credit  was  postponed.^  The  bills  were  not  only 
allowed  to  remain  out;  in  effect  they  were  again  given 
legal  currency.  For  soon  after  the  new  law  against 
monopoly  and  forestalling,  it  was  enacted  that  Massa- 
chusetts and  Continental  bills  of  credit  must  be  accepted 
for  merchandise.' 

And  so  prices  continued  to  rise,  in  Massachusetts  as 
elsewhere.  There  was  constant  discussion  and  con- 
ference, over  embargoes,  ratings  of  prices,  and  the  like; 
but  for  some  time  nothing  of  importance  was  done  in 
Massachusetts.  And  meanwhile  the  people  were 
suffering  from  the  ever  higher  prices,  the  soldiers'  fami- 
lies perhaps  suffering  most. 

>  By  Mts  of  December  13.  1777;  April  3,  1778;  June  4. 1778. 
s  By  an  ftot  of  June  24,  1770,  chapter  7  of  177i^-80. 
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The  resolution  of  October  10,  1777,  for  supplying 
soldiers'  families  in  accordance  with  the  scheduled 
prices  of  the  act  against  monopoly  and  oppression 
appears  to  have  fallen  into  disuse.  For  January  19, 
1779,  four  Massachusetts  battalions  petitioned  for 
reUef.  They  complained  that  by  the  depreciation  of 
the  bills  in  which  they  were  paid  they  were  losing  seven- 
eighths  of  their  stipulated  pay,  to  the  great  distress  of 
themselves  and  their  families,  and  they  asked  for  such 
legislation  as  would  assiu*e  them  their  wages  in  full 
original  value.  Hereupon  a  resolution  was  passed, 
February  6,  1779,  again  directing  the  selectmen  of  the 
towns  to  provide  these  soldiers'  f  amiUes  with  necessaries 
according  to  the  resolution  of  October  10,  1777,  and  to 
charge  the  proper  amounts  against  the  soldiers'  accounts. 
Certain  bounties,  in  specific  amounts,  were  also  granted 
to  the  field  and  staff  officers.  Then  followed  a  general 
declaration  that  at  the  close  of  the  war  the  State  would 
make  good  to  the  men  ''  the  Wages  of  the  Establish- 
ment of  Congress  whenever  they  engaged  according  to 
a  late  act  of  this  Government  entitled.  An  Act  against 
Monopoly  and  Oppression,  taking  for  a  measure  of 
their  Wages,  the  Prices  set  to  the  articles  enumerated 
in  the  same  Act."  Very  soon  thereafter  these  same 
terms  were  extended  to  all  the  men  in  the  fifteen  Massa- 
chusetts battalions.  But,  as  a  matter  of  fact,  both  the 
men  in  the  field  and  their  families  at  home  continued 
to  suffer  great  hardships. 

But  the  situation  in  the  year  1779  was  guch  as  to 
induce  the  State  to  give  most  serious  attention  to  the 
condition  of  the  troops  and  to  their  demands.  The 
general  military  situation  was  by  no  means  favorable. 
The  French  dUance  had  not  yet  yielded  important 
results.  The  South  and  many  parts  of  the  North  were 
overrun  by  the  British.     The  financial  and  monetary 
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syBtems  of  the  states,  as  of  Congress,  were  at  the  point 
of  collapse.  The  American  troops  were  in  dire  want, 
unpaid  and  scantily  supplied,  suffering  themselves  and 
anxious  for  their  f amiUes ;  they  were  all  but  discouraged . 
Their  patriotism  and  their  himian  endurance  had  been 
drawn  upon  almost  to  the  limit.  A  good  part  of  the 
men  had  enlisted  for  three  years,  under  resolutions  of 
Congress  and  of  the  State  passed  in  September  and 
October,  1776,  so  that  their  terms  of  service  were  about 
to  expire.  The  main  army  under  Washington  was  at 
West  Point,  holding  there  the  control  of  the  Hudson 
which  had  been  secured  shortly  before  by  Wajnie's 
brilliant  capture  of  Stony  Point.  The  civil  govern- 
ment at  Boston  had  frequent  reports  of  the  distress 
and  xmrest  among  the  troops. 

Under  such  conditions,  both  Congress  ^  and  the  State 
were  in  extreme  anxiety  as  to  the  maintenance  of  the 
army.  Congress  called  upon  the  several  states  to  take 
such  measures  as  would  assure  the  men  just  pay.  At 
once  the  Massachusetts  legislature  passed  some  new 
resolutions,  complimenting  the  troops  upon  their 
patriotic  services  and  sufferings  and  offering  to  all  who 
would  enlist  again  to  serve  throughout  the  war  not  only 
the  terms  of  the  resolution  of  February  6,  1779,  but 
certain  bounties  in  addition.  A  committee  was  named, 
to  go  at  once  to  the  Hudson  and  arrange  each  soldier's 
account  up  to  January  1,  1780.  Such  as  would  enlist 
to  serve  throughout  the  war  were  to  be  paid  at  once; 
those  who  might  leave  the  service  were  to  be  paid  "  as 
Soon  as  the  Circumstances  of  the  Government  will 
admit." 

Arriving  at  West  point,  October  15,  the  committee 
made  known  to  Washington  the  general  terms  to  be 
offered  the  Massachusetts  troops  and  found  that  he 

>  See  the  Journal  of  ConcntSt  August  17.  1779. 


Digitized  by  VjOOQ IC 


434  QUARTERLY  JOURNAL  OF  ECONOMICS 

"  highly  approved  of  the  wisdom  and  justice  of  the 
Assembly  discovered  in  said  resolution  and  of  the  mode 
proposed  to  reinlist  this  States  Quota  of  ye  Army." 
The  army  was  found  very  destitute,  "  as  near  half  are 
now  barefooted  —  and  a  great  proportion  entirely 
destitute  of  Hatts,  Stockings,  or  Blankets  so  indis- 
pensibly  necessary  especially  at  this  season  and  in  that 
rugged  country."  Men  were  deserting  in  numbers 
and  working  for  the  Berkshire  farmers  at  low  wages.^ 
There  was  much  strong  feeling  over  the  failure  of  the 
states  and  of  Congress  to  observe  the  terms  under  which 
enlistments  had  been  secured. 

A  meeting  was  assembled  of  '*  all  the  Field  Conunis- 
sioned  and  Stafif  Officers  of  our  Line,"  for  a  discussion 
of  the  situation.  A  committee  of  six  officers  was 
selected  who,  with  the  permission  of  the  Government, 
were  to  proceed  to  Boston  for  a  closer  discussion  and  an 
adjustment  of  the  soldiers'  claims.  After  the  return 
to  Boston,  a  state  committee,  of  seven  as  finally  con- 
stituted November  19,  was  named  to  meet  with  the 
committee  from  the  army.  November  20  this  com- 
mittee asked  the  legislature  for  instructions  in  various 
problems  connected  with  the  reckoning  of  the  accounts. 
November  24  the  House  passed  a  resolution  of  instruc- 
tions, implying  a  general  acceptance  of  the  soldiers' 
claims  and  urging  the  speediest  possible  adjustment. 
During  these  days  and  for  some  considerable  time  after 
the  passage  of  the  act  of  January  13,  1780,*  by  which 
the  State  fixed  definitely  the  settlement,  there  were 
sharp  differences  between  the  two  committees  as  to 
terms;  but,  as  most  of  these  have  no  real  connection 
with  the  tabular  standard,  they  may  be  passed  over.* 

>  Acta  and  Reflolves  of  the  Province  of  Maasachusetts  Bay,  vol.  v,  p.  1285. 
s  Chapter  29  of  1779-80. 

*  The  most  important  disputes  were  whether  bounties  received  by  the  soldiers  from 
towns,  the  State,  or  Congress,  were  to  be  charged  against  their  accounts,  equally  with 
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The  main  problem,  after  all,  was  to  determine  at  just 
what  values  to  reckon  the  bills  in  which  the  troops  had 
been  paid,  more  or  less  and  from  time  to  time.  It 
stands  recorded  in  a  letter  to  Congress,  to  which  ref- 
erence will  be  made  later,  that,  in  securing  re-enlist- 
ments Massachusetts  had  been  ''  obliged  by  a  principle 
of  justice  to  engage  to  the  officers  and  soldiers  that  the 
price  of  all  articles  as  regulated  by  an  act  to  prevent 
monopoly  and  oppression  should  be  adhered  to  as  the 
standard  of  the  values  of  their  pay."  But  the  standard 
now  adopted  was  a  much  narrower  one.  There  had 
been  fifty  and  more  prices  rated  in  the  act  of  1777;  but 
foxu*  only  were  selected  now  for  measuring  the  rate  of 
depreciation  of  the  current  money  which  had  been  paid 
during  the  period  from  January  1,  1777,  to  January  1, 
1780,  "  It  being  Calculated  upon  an  Average  of  the 
rates  of  Depreciation  as  Computed  by  the  prices  of 
Beef,  Indian  Com,  Sheeps  Wool  and  sole  Leather  they 
being  the  Articles  agreed  upon  by  this  Court  and  the 
Committee  of  the  Army  to  make  the  said  Calcula- 
tions upon."  ^  Beef  was  taken  at  the  average  of  the 
two  prices  stated  in  1777,  that  is  at  3 1  pence.  The 
original  prices  of  the  four  staples  were  taken  as  stand- 
ards, at  unity;  and  with  each  were  compared  the  later 
higher  prices  of  the  same  four  staples,  month  by  month 
for  the  even  three  years,*    What  was  called  a  "  rate  of 

wages,  and  whether  money  paid  in  the  depreciating  bills  should  be  reckoned  at  a  value 
ascertained  for  the  date  of  payment  or  for  the  earlier  date  when  it  had  become  due. 
Had  it  not  been  for  the  House  resolution  of  November  24,  expressly  directing  that  all 
bounties,  town,  state,  or  continental,  should  be  considered  as  extra  payments  and  so 
left  out  of  the  account,  there  might,  perhaps,  have  been  something  to  say  for  the 
Government's  insistence  upon  counting  in  the  bounties.  But  it  is  amasing  that  honest 
and  intelligent  statesmen  should  have  insisted  upon  charging  the  poor  soldiers  with  their 
pay  in  the  fast  falling  bills  at  the  value  these  had  when  the  pay  became  due,  altho  in 
many  cases  payment  had  not  been  made  till  long  after,  and  in  the  interval  the  bills  had 
lost  much  of  their  earlier  value. 

I  Court  Records.  40:  p.  248.     January  12,  1780. 

I  This  "  Table  of  Depreciation  "  is  printed  as  Appendix  I  to  this  article.     It  is  also 
to  be  found,  with  only  a  few  literal  and  verbal  alterations  from  the  original,  in  Felt, 
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depreciation  "  was  thus  secured  for  each  commodity, 
altho  it  might  better  have  been  called  a  '^  rise  of  price  " ; 
and  the  ''  mean  rate  of  depreciation  '^  was  ascertained 
by  simply  averaging  the  successive  individual  rates, 
month  by  month. 

The  resulting  calculations  were  simple.  They  showed 
that  prices,  average  prices  for  the  four  commodities  on 
January  1,  1780,  must  be  taken  at  thirty-two  and  a 
half  times  the  figures  for  January  1,  1777.  This,  of 
course,  showed  the  present  value  of  current  bills,  by 
the  accepted  commodity  standard;  and  so  the  balances 
due  the  soldiers  were  to  be  paid  them  in  correspondingly 
increased  amoimts  above  their  stipidated  wages.  The 
terms  of  settlement  thus  agreed  upon  were  embodied 
in  an  act  of  January  13,  1780,  entitled,  ''  An  Act  to 
provide  for  the  Security  and  Pajonent  of  the  Balances 
that  may  appear  to  be  due  by  Virtue  of  a  Resolution 
of  the  General  Assembly  of  the  sixth  of  February, 
One  Thousand  Seven  Hundred  and  Seventy-nine,  to 
this  States  Quota  of  the  Continental  Army,  agreeable 
to  the  Recommendation  of  Congress,  and  for  Supply- 
ing the  Treasury  with  a  Sum  of  Money  for  that  Pur- 
pose.'' Officers  and  men  enlisting  for  the  rest  of  the 
war  were  to  be  paid  in  four  equal  interest-bearing  notes 
due  March  1,  1781,  1782,  1783,  and  1784.  Those 
refusing  to  serve  through  the  war  were  to  be  paid  in 
similar  notes  due  in  1785, 1786,  1787,  and  1788.  Plans 
were  indicated  (section  7)  for  future  payments  in  similar 
paper;  and  taxes  were  laid  for  sinking  the  notes, 
£1,000,000  a  year  for  eight  years,  unless  the  State 
should  sooner  provide  for  payment. 

p.  186.  It  may  be  found,  in  the  original,  with  a  great  many  other  taUea  prepared  at  the 
aame  time,  in  BdaaBaohueetts  Arohivee,  140:  pp.  218-344.  But  none  of  the  other  tables 
are  of  much  eignifioanoe.  Moet  of  them  are,  aa  it  were.  '*  ready-reekonen,"  based 
upon  the  fundamental  table  and  designed  to  show  at  a  glanoe  the  aooepted  value  of  SOs. 
of  bills  at  any  desired  month,  or  the  oonespondingly  higher  values  of  given  laiier  sums. 
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But  the  unique  nature  of  the  law  and  of  the  notes  to 
be  issued  appears  in  the  fact  that,  altho  balances  were 
computed  and  notes  were  to  be  issued  for  certain  sums, 
these  sums  were  only  nominal,  or  provisional;  while 
payments  were  to  be  made  in  more  or  less,  according 
to  the  future  range  of  prices,  as  registered  in  the  quota- 
tions for  the  accepted  four  staples. 

Both  Principal  and  Interest  to  be  paid  in  the  then  current  Money 
of  said  State,  in  a  greater  or  less  Sum,  according  as  Five  Bushels  of 
Com,  Sixty-eight  Pounds  and  foui^«eventh  Parts  of  a  Pound  of 
Beef,  Ten  Pounds  of  Sheeps  Wool,  and  Sixteen  Pounds  of  Sole 
Leather  shall  then  cost,  more  or  less  than  One  Hundred  and  Thirty 
Pounds  current  Money,  at  the  then  current  prices  of  the  sidd  Arti- 
cles. —  This  Sum  being  Thirty-two  Times  and  an  Half  what  the 
same  Quantities  of  the  same  Articles  would  cost  at  the  Prices  affixed 
to  them  in  a  Law  of  this  State  made  in  the  Year  of  our  Lord  One 
Thousand  Seven  Hundred  and  Seventy-seven,  intitled,  "  An  Act  to 
Prevent  Monopoly  and  Oppression."  The  current  Prices  of  said 
Articles,  and  the  consequent  Value  of  every  Pound  of  the  Sum 
herein  promised,  to  be  determined  agreeable  to  a  Law  of  this  State, 
intitled,  "  An  Act  to  provide  for  the  Security  and  Pajrment  of  the 
Balances  that  may  appear  to  be  due  by  Virtue  of  a  Resolution  of 
the  General  Assembly  of  the  sixth  of  February,  One  Thousand 
Seven  Hundred  and  Seventy-nine,  to  this  State's  Quota  of  the  Con- 
tinental Army,  agreeable  to  the  Recommendation  of  Congress,  and 
for  Supplying  the  Treasury  with  a  Sum  of  Money  for  that  Purpose." 

So  runs  the  face  of  the  notes. 

A  committee  of  promment  citizens  was  named  as 
county  Agents  ^  to  keep  account  of  prices  "  according 
to  the  best  of  their  judgments,''  collecting  every  month 
"  upon  an  average  for  the  whole  month."  The  last 
Tuesday  in  August  and  the  third  Tuesday  in  February 
these  Agents  were  to  report  under  oath  to  the  Secretary 
of  the  State,  each  for  his  own  county,  "  upon  a  medium 

A  Richard  Cnnoh,  E«].,  in  Suffolk;  Stephen  Cho«te»  Eeq.,  in  Essex;  Simon  Stow, 
Esq.,  in  Middlesex;  Justin  Ely,  Esq.,  in  Hampshire;  John  Turner,  Esq..  in  PIsrmouth , 
Mr.  Mioah  BUckwell  in  Bamstftble;  James  Williams.  Esq.,  in  Bristol;  Seth  Washburn; 
Esq.,  in  Worcester;  Capi.  Joseph  Sewell  in  York;  Mr.  Thomas  Child  in  Cumberland; 
Thomas  Rioe,  Esq.,  in  Lincoln;  Asa  Bemont  in  Berkshire. 
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taking  the  county  together."  "  And  the  justices  of  the 
superior  court,  as  also  the  committee  of  the  general 
court  who  may  hereafter  be  appointed  to  settle  with  the 
army  for  futiu^e  service,  shall  have  recourse  to  said 
reports  in  order  to  assist  them  in  their  calculations." 

Having  determined  in  this  way  a  settlement  with  the 
troops,  the  General  Assembly  at  once  adopted  a  form 
of  letter  to  the  President  of  Congress,  stating  and 
explaining  the  action  of  Massachusetts,  enclosing  papers 
covering  the  case,  and  calling  upon  the  Continental 
Government  for  such  accounts  as  would  be  needed  in 
ascertaining  balances.*  In  other  ways,  too,  the  state 
showed  its  understanding  of  the  very  serious  nature  of 
the  business  in  hand.  To  Congress  the  action  was 
described  as  that  '*  without  which  there  was  no  pros- 
pect of  reinlisting  the  army."  Altho  the  state  showed 
great  firmness,  perhaps  greater  firmness  than  justice,  in 
refusing  to  concede  anything  to  the  army's  urgent 
requests  for  certain  better  terms,  it  did  show,  too,  much 
eagerness  to  have  a  speedy  adjustment  upon  the  basis 
fixed.  The  committee  for  settling  with  the  army  was 
urged  more  than  once  to  expedite  the  settlement;  and 
the  very  next  day  after  the  underlying  law  was  enacted, 
the  Assembly  authorized  quick  payments  of  half  the 
balances,  as  nearly  as  these  could  be  computed  at  once. 

In  so  far  as  Massachusetts  in  1780  merely  recognized 
a  definite  scale  of  depreciation  for  current  paper  money, 
and  then  settled  with  her  troops  according  to  this  scale, 
there  was  nothing  very  notable  about  her  action.  All 
through  the  century,  and  in  a  considerable  part  of  the 
colonies,  legislatxu'es  or  higher  courts  had  determined 
legal  ratings  for  bills  of  credit.  And  in  the  later  Revo- 
lutionary period  this  custom  had  become  universal.' 

1  Theae  documents  are  to  be  found  in  Ck>urt  Records.  40:  pp.  258-260.  Januaiy 
12,  1780. 

s  Peletiah  Webster,  Political  Essays,  pp.  309,  601-502. 


Digitized  by 


Google 


TABULAR  STANDARD  IN  MASSACHUSETTS       439 

For  the  most  part  these  scales  were  either  identical 
with  that  adopted  by  Congress  in  connection  with  the 
Forty-for-one  Act  of  March  18,  1780,  or  very  closely 
similar  to  it.  And,  while  the  utiUty  and  need  of  such 
scales  were  recognized  in  general  private  relations  and 
in  transactions  in  the  public  debt,  yet  it  may  be  said, 
perhaps,  that  it  was  in  adjusting  soldiers'  accounts  that 
the  most  important  use  of  the  scales  was  foimd. 

Nor  in  carrjdng  the  recognition  of  depreciations  into 
the  future  and  making  advanced  preparations  for  them 
is  there  anything  unique  in  the  Massachusetts  legisla- 
tion of  this  year.  Not  only  in  other  states  before  and 
at  this  time,  but  in  Congress  as  well,^  this  same  principle 
was  established.  More  than  thirty  years  before,  too, 
the  legislature  of  the  same  jurisdiction  had  declared  in 
general  terms  that  depreciations  of  current  bills  ought 
to  be  measured  by  the  prices  of  commodities. 

But  in  her  present  adoption  of  a  definite  compound 
commodity  basis  or  standard  of  values  Massachusetts 
did,  probably,  in  1780  take  action  without  precedent. 
The  tabular  standard  as  adopted  is,  to  be  sure,  not  very 
broad  or  complicated.  Only  four  commodities  were 
chosen,  aJtho  they  must  be  recognized  as  chosen  excel- 
lently for  the  time  and  for  the  relations  involved.  Each 
of  the  four  was  given  the  same  weight.  Of  each  as 
much  was  taken  as,  at  the  basic  prices  of  1777,  would 
cost  twenty  shillings.  There  is  nothing  to  show  —  if 
reasons  are  needed  —  why  these  four  articles  were 
chosen,  to  the  exclusion  of  certain  others  listed  in  the  act 
to  prevent  monopoly  and  oppression;  nor  is  there 
anything  to  show  where  or  how  the  price  data  were 
secured. 

The  table  of  prices  is  obviously  a  crudely  prepared 
one,  as  was  inevitable  in  view  of  all  the  circumstances 

1  Journals  of  CoDgreas,  April  10.  1780. 
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of  its  hurried  preparation.  In  several  instances  the 
prices  are  doubled,  or  more  than  doubled,  from  one 
month  to  the  next,  then  perhaps  stand  imchanged  for 
several  or  many  months.  In  a  general  way,  too,  it 
looks  as  if  the  prices  had  been  taken  with  a  view  to  their 
yielding  handy  "  rates  of  depreciation,"  as  if  the  arith- 
meticians of  the  committees  were  not  altogether  at  ease 
with  long  problems  in  fractions.  One  might  even  sus- 
pect that  tiie  prices  were  brought  in  by  different  persons, 
and  that  the  beef  man  was  more  industrious  or  more 
clever  at  figures  than  the  others.  Note  that  in  the 
column  for  beef  there  are  only  four  rates  of  depreciation 
in  integers,  while  the  thirty-three  others  run  out  to 
three  decimal  places  each,  and  not  very  accurately  at 
that.  But  in  the  columns  for  the  three  other  com- 
modities there  are  seventy-eight  integral  rates  of  depre- 
ciation, as  against  thirty-three  decimal  fractions,  with 
none  of  these  except  in  even  halves  or  quarters. 

Thus  the  tabular  standard  was  adopted.  But  of  its 
practical  working  extremely  little  is  known.  I  have 
seen  but  two  brief  references  to  the  notes,  those  of 
Pomeroy  and  Parsons  mentioned  above.^  But  it  is 
entirely  certain  that  these  notes,  commonly  called 
"  depreciation  notes  "  or  "  soldiers'  depreciation  notes,'' 
were  familiar  and  important  in  Massachusetts  life  for  a 
nimaber  of  years.'  There  are  some  scores  of  acts  and 
resolves  with  reference  to  them  in  the  printed  legislative 
records  of  the  state;  and  there  are  some  himdreds  of 
documents  bearing  upon  them,  their  origin  or  working, 
among  the  manuscripts  of  the  Massachusetts  Archives. 

>  See  note  to  p.  419,  supra. 

*  These  must  not  be  confused  with  the  "  army  notes,"  which  were  m  origin  and  in 
general  character  somewhat  like  the  depreciation  notes.  The  army  notes  were  issued, 
under  authority  of  an  act  of  July  6, 1781,  in  payment  of  soldiers'  wages  and  depredatioii 
of  wages,  and  in  a  series  of  three  equal  notes,  due  January  1, 1784, 1785,  and  1780;  bo! 
they  lacked  the  essential  feature  of  having  their  redemption  values  dependent  upon  th* 
future  course  of  prices. 
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One  large  class  of  measures  touching  the  notes  calls 
for  no  more  than  passing  mention.  Again  and  again 
for  at  least  two  years  after  January,  1780,  acts  were 
passed  extending  the  issue  of  the  notes  to  additional 
individuals  or  classes,  as  to  branches  of  the  service. 
One  of  the  most  important  of  these,  on  May  1,  1781, 
allowed  depreciation  notes  to  all  commissioned  officers 
discharged  honorably  since  December  1,  1777. 

There  are  also  many  records  of  action  of  a  purely 
formal  nature,  continuing,  increasing  and  reducing 
the  committee  in  charge  of  the  busmess,  authorizing 
the  employment  of  printers  and  clerks,  auditing  the 
charges  of  the  committee  for  its  own  services,^  directing 
the  purchase  of  fuel  for  winter  use,  and  so  on,  all  this 
perhaps  of  some  curious  interest  to  the  antiquarian, 
but  of  significance  here  only  as  showing  that  the  depre- 
ciation notes  and  their  administration  had  the  regular 
attention  of  the  authorities. 

But  a  number  of  facts  of  real  significance  can  be 
gleaned  from  the  printed  and  manuscript  records.  The 
notes  were  issued  in  large  amounts.  Just  how  large 
cannot  be  known,  except  perhaps  by  an  examination 
of  the  Treasurer's  books  for  the  time;  and  at  his  death 
his  books  were  found  in  some  confusion.  The  original 
act  authorizing  the  issue  provided  £8,000,000  of  taxes 
for  sinking  it.  Two  specimen  notes  of  which  I  know 
are  numbered  5,782  and  6,386.  One  single  note  issued 
to  a  captain  for  £2,400  is  extant;  and  this,  be  it  remem- 
bered, must  be  presumed  to  have  been  one  of  four  to  the 
same  man.  And  such  figures  indicate  very  considerable 
sums,  even  tho  there  was  a  great  inflation  and  deprecia- 
tion admitted  in  their  issue,  and  the  pounds  were  New 
England  currency,  not  the  higher  British  sterling. 
The  most  direct  evidence  available  as  to  the  real  amount 

>  At  £12  a  day  each,  so  that  by  May  6, 17g0,  £7,  278  had  been  paid. 
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out  comes  from  a  paper  issued  to  the  people  by  the 
General  Court,  February  26, 1781,  a  "  budget  address," 
as  it  might  be  considered.  Here  there  appears,  among 
the  obligations  of  the  year  "  interest  on  the  deprecia- 
tion notes  and  such  of  them  as  become  due  in  a  few 
days,  £95,000  "  specie  value.  This  means  $316,667  of 
solid  money.  As  the  notes  bore  six  per  cent  interest, 
it  would  be  easy  to  compute  the  eight  annual  principals 
at  £64,190  each,  if  only  it  were  certain  that  the  eight 
were  equal;  and  this  would  mean  an  aggregate  principal 
of  about  $1,711,800.  As  this  total  depends  upon  an 
equality  between  the  sums  paid  to  soldiers  who  re-en- 
listed and  those  who  refused,  it  is  not  to  be  taken  as  even 
probably  correct.  But  it  is  certain  that  large  amounts 
of  the  notes  were  issued. 

Many  evidences  there  are  that  the  notes  were  not 
paid  regularly  at  maturity.  In  fact  in  no  single  year 
were  the  necessary  computations  of  value  made  by 
March  1,  the  day  set  for  pajrment.^  Not  a  few  individ- 
ual petitions  for  the  payment  of  over-due  notes  were 
received  by  the  General  Assembly,  some  of  them  very 
pathetic  in  their  terms.^  But  more  significant  even 
than  these  is  the  implication  of  an  act  of  February  14, 
1782,  which  directed  that  the  depreciation  notes  due 
"  last  March ''  should  be  paid  out  of  the  last  tax  for 
such  men  as  were  in  actual  service.' 

Aside  from  actual  payment,  more  or  less  grudging,* 
other  means  of  liquidating  were  adopted.  The  notes 
were  received  in  payment  for  the  confiscated  estates  of 
"absentees";    a  limited  acceptance  of  them  by  tax 

1  See  below,  p.  444. 

*  Massachusetts  Archives,  187:  pp.  402.  411;  235:  p.  150;  236:  pp.  436-438.  Se« 
also  acts  of  March  26  and  May  1,  1782. 

>  MassachiisotU  Archives,  235:  p.  226. 

«  Ibid.,  235:  pp.  148-150. 
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collectors  was  sometimes  allowed;  and  once  at  leaat, 
February  17,  1781,  their  conversion  into  Treasury 
Notes  was  authorized.  On  the  other  hand,  an  act  of 
October  20,  1781,  with  reference  to  a  loan  of  £800,000, 
allowed  it  to  be  made  in  any  government  security  at 
current  values  by  the  scale  of  depreciation,  except  only 
the  notes  "  called  the  Soldiers'  Depreciation  Notes." 

The  notes  did  not  find  use  as  currency;  they  could 
not.  Payable  to  order,  drawn  in  odd  amounts,  and 
bearing  interest,  liable  also  to  be  raised  or  lowered  by 
the  annual  valuations,  they  were  very  ill  adapted  to 
anything  like  monetary  use.  Altho  transfer  was  not 
imknown,  it  was  not  always  allowed.  An  act  of 
March  19,  1781,  required  claimants  for  payment  to 
submit  proof  that  they  were  the  original  recipients. 
Perhaps  some  justification  for  such  strictness  of  proce- 
dure may  be  found  in  the  fact  that  officers  had  not 
always  been  above  drawing  the  notes  of  their  men  upon 
forged  orders  ^  and  that  others  had  been  guilty  of  sharp 
practices  upon  the  ignorance  of  beneficiaries.* 

The  history  of  the  notes,  in  the  way  of  their  regular 
administration,  is  not  to  be  traced  with  any  approach 
to  fulness.  The  original  plan  of  administration  was 
supplemented  by  a  resolve  of  the  General  Assembly  on 
May  5,  1780,  calling  upon  the  selectmen  to  collect  the 
prices  for  their  respective  towns  and  forward  them  to 
their  county  agents  at  the  appropriate  semi-annual 
dates,  in  February  and  August.  But  these  town  and 
county  reports  were  sent  in  but  scantily.*     At  the  end 

>  Maasachusetts  Archives,  233:  p.  119. 

t  Ibid.,  235:  pp.  323,  329. 

*  But  see,  e.  g.,  25th  Report  of  Boston  Record  CommissionerB,  pp.  129,  160,  223. 
Under  date  of  February  14, 1781:  "  A  Return  of  the  prises  of  Indian  Com.  Beef,  Sheeps 
Wool  it  Sole  Leather,  agreeable  to  the  requirement  of  the  General  Assembly  was  given 
in  to  Mr.  Cranch  A  others  a  Committee  of  the  Court  as  p  Copy  on  file."  And  for 
September  4,  1783:  "  The  Selectmen  gave  in  to  the  Committee  of  Court  the  average 
priee  of  Com  Beef  Ac.  as  p  Copy  of  the  Return  on  file  dated  Aug.  14,  1783     .  .  '* 
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of  the  first  year  the  justices  addressed  a  letter  to  the 
General  Assembly  stating  that  '^  they  do  not  find  any 
Returns  made  for  the  Countys  of  Suffolk,  Middlesex, 
Essex,  Hampshire,  Plymouth,  Bamsable  or  Cumber- 
land —  and  but  one  Return  made  that  extends  to  the 
month  of  February."  ^  Whereupon  the  General  As- 
sembly on  February  28,  the  day  before  interest  and  the 
first  year's  principal  were  due,  directed  the  justices  to 
liquidate  the  notes  by  reference  to  the  prices  which  had 
been  returned,  '^  taking  into  consideration  at  the  same 
time  whatever  certain  information  they  may  be  able 
to  obtain  from  those  parts  of  the  state  from  whence  no 
retiuns  are  made." 

Straightway,  on  March  2,  the  legislature  attempted 
to  secure  better  returns.  It  appealed  both  to  the  select- 
men and  to  the  county  agents,  but  to  no  effect.  For  the 
next  March  the  justices  reported  still  scantier  data, 
informing  Samuel  Adams,  president  of  the  Council, 
that  '^  upon  calling  on  the  Secretary  for  these  docu- 
ments, we  find  Returns  from  the  Counties  of  Middle- 
sex, Worcester,  and  Plymouth  only."*  And  again 
the  legislature  orders  the  same  procedure  as  before. 
And  so  it  continued.  Soon  after  a  recurrence  of  the 
same  conditions  in  1783  had  led  to  the  same  orders  to 
the  justices,'  the  General  Assembly  showed  something 
like  vexation.  The  resolutions  as  framed  in  the  House 
threatened  negligent  officials  with  the  ''  displeasure  of 
this  Court,"  and,  altho  this  threat  was  cut  out  in  the 
Council,  the  two  houses  agreed  upon  some  very  explicit 
directions  for  selectmen  and  county  agents  and  ordered 
these  advertised  in  "  Willis's  Paper  "  for  three  succes- 
sive weeks  semi-annually.     But  nothing  better  came 

1  MMMtcbuMtts  Archives,  231:  pp.  388-389. 

•  Ibid.,  236:  p.  23. 

•  Ibid..  230:  p.  126. 
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of  all  this;  ^  and  each  year  as  long  as  the  notes  contmued 
out  the  legislature  felt  constrained  to  order  the  valua- 
tions made  upon  whatever  scant  data  might  be  at 
hand.*  The  resolve  of  1785  recited  that  returns  had 
come  in  from  only  five  of  the  counties;  and  both  in 
1785  and  in  1786  the  justices  were  directed  to  determine 
the  values  of  the  notes ''  from  such  returns  as  they  have 
received,  and  their  own  judgment  in  the  premises." 

Of  the  actual  valuations  by  the  justices  I  have  foimd 
but  one.  Under  date  of  March  6,  1781,  four  justices 
of  the  ''  Supream  Judicial  Court "  filed,  in  duplicate, 
a  certificate  of  the  prices  f oimd  for  the  four  staples,  as 
follows.  Indian  Com,  £15-15-6^  a  bushel;  Sheeps 
Wool,  £8-^i  a  poimd;  Sole  Leather,  £6-10-21  a 
pound;  Beef,  £1-8-91  a  poimd.'  These,  of  course, 
were  tibie  prices  in  the  old  emissions  of  paper;  altho 
it  was  well  toward  a  year  now  since  Massachusetts  had 
undertaken  to  comply  with  the  recommendation  of 
Congress  and  replace  these  old  bills  with  interest- 
bearing  treasury  notes.^  At  these  established  prices, 
the  amounts  of  the  four  staples  specified  on  the  face 
of  the  depreciation  notes  would  cost  £363-16-9ti. 
Under  the  terms  of  the  law  of  January  13,  1780,  each 
pound  of  face  value  in  the  notes  must,  therefore,  be 
coimted  as  just  a  little  imder  2.8  poimds  in  the  current 
old  bills;  and  this  meant  1.4  shillings  of  the  new  emis- 
sion.^   The  justices  did  not,  however,  announce  either 

>  The  Seoretaiywmaohaiged  with  th«  duty  of  advertisincthMedireotioiis:  but  lean 
find  only  onoe  when  they  wen  really  advertised.  Independent  Chroniole,  July  34, 1788, 
p.  2,  ool.  3. 

s  February  28. 1781;  ftfaroh  8, 1782;  March  7.  1783;  March  12, 1784;  Manih  15, 
1785;  March  21,  1786. 

•  MaMachuaetta  Arohivea,  142:  p.  310. 

•  It  was  not,  however,  until  July  6,  1781,  that  an  aet  was  pawed  depriving  the  old 
biUa  of  legal  currency  and  relieving  the  Juatioea  of  the  supreme  court  from  the  duty  of 
valuing  them. 

•  By  a  finding  under  another  law  these  same  Justices  had,  on  February  27,  1781* 
valued  the  new  emission  at  forty  times  the  old.  At  the  same  time  they  valued  the  old 
notes  at  seventy-five  for  one  of  silver.     Independent  Chronicle,  March  8, 1781,  p.  1. 
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of  these  relations,  as  the  law  would  require,  but  they  did 
announce  that  each  pound  of  face  value  of  the  notes 
was  to  be  counted  as  equal  to  9^  pence  "  silver  money." 

In  view  of  the  specific  directions  given  the  justices 
by  the  legislature  in  each  of  the  five  years  following, 
it  is  pretty  certain  that  the  later  determinations  were 
made;  but  I  have  been  able  to  find  none.  A  consider- 
able amount  of  search  in  the  Massachusetts  Archives 
and  in  the  Boston  Court  House  has  revealed  not  a 
trace.  And  yet  it  is  probable  that  in  one  of  these  places, 
or  somewhere  else,  perhaps  in  the  Treasurer's  office, 
the  record  might  be  found. 

In  a  broad  and  general  way,  however,  the  history  of 
the  notes  may  be  traced  to  their  end.  They  continued 
for  some  years  to  be  an  object  of  value  to  their  possessors 
and  an  object  of  some  concern  to  government;  but  they 
were  eliminated  before  the  lapse  of  the  full  period  of 
eight  years  indicated  for  their  life  at  the  time  of  their 
first  issue. 

As  early  as  May  5, 1780,  when  Congress  had  admitted 
the  collapse  of  the  continental  currency,  and  when  the 
states  were  coming  into  the  same  course,  Massachusetts 
had  begun  the  readjustment  of  her  obligations.  There- 
after she  continued  this  policy  as  rapidly  as  conditions 
would  permit.  The  old  state  bills  of  credit,  as  well 
as  the  continental  bills,  were  deprived  of  their  legal 
currency,  and  the  former  were  ordered  retired.  As 
soon  as  the  successful  ending  of  the  war  was  fully 
assured,  even  before  the  final  treaty  of  peace,  the  legisla- 
ture was  pushing  earnestly  this  readjustment  of  the 
outstanding  securities,  the  ''  consolidation,"  as  it  was 
called,  in  a  series  of  acts  running  well  through  the  eigh- 
ties. Especially  great  was  the  activity  in  the  year 
1782.  In  October  the  General  Court  received  a  long 
report  from  a  committee  of  both  houses,  with  a  number 
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of  suggestions  as  to  general  economy  and  a  reduction 
of  the  public  charges.  And  on  October  3,  Mr.  Bartlett, 
Captain  Curtis,  and  Ebenezer  Bridge,  Esq.,  were 
named  as  a  committee  ''  to  fix  the  values  of  notes  given 
to  the  officers  and  soldiers  of  the  army  for  the  deprecia- 
tion of  their  wages  in  order  for  their  being  consoli- 
dated." The  sanction  of  both  houses  was  secured  for 
their  report  October  24.  The  amount  of  the  new  specie 
securities  to  be  allowed  for  each  twenty  shillings  of  the 
old  notes  was  as  follows.  The  notes  payable  in  March, 
1783,  7id.;  payable  in  1784,  7d.;  1786,  6id.;  1786, 
6d.;  1787,  5id.;  1788,  Sid.^  A  general  premium  of 
four  per  cent  was  allowed  in  consolidating  all  securities 
until  July  8,  1786;  and  the  consolidation  went  on 
rapidly.  November  14,  1786,  the  legislature  issued  an 
"  Address  to  the  People,"  chiefly  a  budget  statement, 
in  which  the  '*  consolidated  notes  "  stand  at  £1,381,- 
657-18-10,  and  the  depreciation  notes  do  not  appear  as 
a  separate  item.  And,  in  fact,  just  one  week  before  the 
date  of  this  address  an  act  had  been  passed  which 
definitely  marked  the  end  of  the  depreciation  notes, 
at  least  as  embodying  any  tabular  standard  of  values. 

I  am  unable  to  find  any  documents  explaining  the 
act,  or  throwing  any  more  light  upon  it  than  comes  from 
its  own  terms.  Perhaps  no  more  is  needed.  The  act  is 
brief  enough  to  be  quoted  in  full: 

Resolve  Discharging  Agents  Appointed  to  Ascertain  the  Value 
of  Sheep's  Wool,  Sole  Leather  Ac  to  Determine  the  Value  of  Certain 
Notes. 

Whereas  it  is  altogether  unnecessary  that  the  Committee,  or 
Agents,  appointed  for  collecting  and  ascertaining  the  value  of  the 
several  articles  specified  in  the  Notes  issued  for  the  pay  of  the  late 
Continental  Army,  conmionly  called  depreciation  Notes,  be  any 
longer  continued  in  OflBce. 

>  Massachuiwtts  Archives,  237:  pp.  477,  477 i.  Neither  these  numbers  in  the 
volumefl  of  the  archives  nor  the  manuscript  files  yield  any  explanation  as  to  how  these 
valuations  were  reached,  or,  in  fact,  any  additional  information  as  to  this  very  impor- 
tant conversion. 
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Therefore,  Resolved  that  they  be,  and  hereby  are  diBchatged 
from  acting  in  said  office  from  and  after  the  first  day  of  December 
next. 

It  is  by  no  means  impossible  that  a  stoiy  of  similar 
monetary  or  financial  policy  may  lie  hidden  in  the 
records  of  other  states  whose  early  histories  have  not 
been  studied  as  much  as  the  history  of  Massachusetts. 
There  certainly  was  no  little  endeavor  for  harmonious 
action  among  the  New  England  states  in  many  matters 
of  financial  policy.  And,  in  March,  1780,  Governor 
Clinton  of  New  York  wrote  to  the  president  of  the 
Massachusetts  Council,  asking  for  information  as  to 
what  Massachusetts  had  done  about  making  good  the 
soldiers'  depreciation  of  pay.*  He  stated  that  New 
York  had  been  considering  the  problem  but  had  de- 
cided to  wait  for  information,  with  a  view  to  harmoni- 
ous action  among  the  states  "  being  soUicitous  that  the 
Business  may  be  conducted,  particularly  with  Respect 
to  the  Allowances  to  be  made  to  the  Troops,  as  nearly 
as  possible  upon  one  uniform  System  throughout  the 
whole."  Papers  showing  what  had  been  done  were  at 
once  forwarded  to  Albany. 

In  Massachusetts  the  tabular  standard  was  put  to 
some  use  other  than  that  contemplated  in  the  law. 
Under  date  of  October  3,  1780,  the  House  of  Represen- 
tatives resolved  to  pay  the  "  Revnd  Doctr  Samuel 
Langdon  "  the  sum  of  £497  10s.  "  in  the  new  money  for 
&  in  consideration  of  his  faithfuU  Discharge  of  the 
office  of  President  of  Harvard  College  &  to  enable  him 
to  remove  his  Family  &  Effects."  The  resolution, 
which  was  duly  approved,  was  passed  as  a  result  of  a 
"  Memorial  of  the  Committee  of  the  Overseers  of 
Harvard  College  Setting  forth  that  the  Revrd  Doctr 
Langdon  has  resigned  the  President's  Chair  in  Said 

t  MMHMshuMtta  ArohivM.  202:  p.  131. 
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GoU^e  that  his  faithful  attention  to  the  duties  of  that 
office  the  Inadequate  reward  he  has  hitherto  Received 
and  his  domestick  Circumstances  merit  the  attention  of 
the  Court." 

Accompanying  papers  show  that  the  sum  asked  and 
paid  was  the  balance  found  due  on  his  stipulated  salary 
by  applying  the  soldiers'  depreciation  scale  to  the  vari- 
ous sums  of  paper  money  he  had  received  from  time  to 
time.  Indeed,  it  is  stated  plainly  that  the  '^  computa- 
tion is  made  by  a  Table  of  Depreciation  prepared  by  a 
Committee  of  the  General  Court  for  settling  the  Pay  of 
the  Soldiers,  as  far  as  June,  1779,  For  February  and 
May,  1780  it  is  continued  on  the  same  principles." 
There  is  a  formal  bill  showing  the  sums  due  at  different 
times  and  the  sums  paid,  both  in  their  nominal  values 
and  in  their  true  values  according  to  the  scale  of  depre- 
ciation. A  copy  of  this  bill  is  printed  in  the  appendix. 
It  is  receipted  as  paid,  '^  errors  excepted,"  in  the  same 
hand  as  made  it  out. 

For  the  greater  part,  the  appropriate  comment  upon 
these  Massachusetts  experiments,  if  such  they  may  be 
called,  will  come  naturally  into  the  minds  of  readers  of 
this  Journal.  It  is  clear  that  there  was  no  conscious 
purpose  in  the  minds  of  the  Massachusetts  men,  in 
either  period,  to  establish  an  ideal  standard  of  values,  or 
indeed  anything  better  than  gold  or  silver.  It  was 
rather  their  hope  simply  to  fix  upon  a  standard  which 
should  be  more  just,  or  more  expedient,  than  the  widely 
fluctuating  paper  of  their  times.  In  1747,  in  fact,  the 
reason  for  measuring  by  conunodities  rather  than  by 
silver  or  London  exchange  was  stated  plainly  to  be  that 
the  prices  of  silver  and  exchange  were  moved  or  rigged 
for  the  gain  of  interested  parties. 

The  full  history  of  these  Massachusetts  experiences, 
if  it  could  be  known,  would  doubtless  prove,  what  is 
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fairly  clear  even  now,  that  the  essential  quality,  or 
nature,  or  service,  of  a  tabular  standard  was  understood 
by  the  Massachusetts  men.  And  it  is  beyond  doubt 
that  they  came  to  it  by  no  great  feats  of  statesmanship 
or  of  speculative  thought,  but  with  perfect  naturahiess, 
almost  inevitably  under  the  conditions  under  which 
they  found  themselves.  The  bills  of  1780  must  be 
considered  as  an  independent  development  without  any 
connection  with  the  earlier  experience.  The  very 
special  and  peculiar  origin  of  the  bills  warrants  that 
conclusion,  notwithstanding  the  fact  that  the  dates 
for  the  semi-annual  returns,  February  and  August, 
were  the  same  in  both  periods. 

While,  perhaps,  the  very  moderate  success  of  the 
tabular  standard  in  early  Massachusetts  cannot  be 
taken  as  full  proof  that  more  careful  preparation  and 
administration  would  fail  to  make  the  measure  practi- 
cable in  the  present  age,  yet  it  must  be  admitted,  at 
the  very  least,  that  it  gives  no  great  encouragement. 
In  the  administration  of  public  securities,  such  as  the 
depreciation  notes  were,  it  is  likely  that  a  simple  table 
of  reference  might  be  prepared  and  administered  now 
in  such  way  as  to  preserve  in  the  securities  a  more  stable 
value  than  gold  bonds  will  have.  But,  when  it  comes 
to  the  question  of  a  tabular  standard  for  use  in  the  wide 
range  of  conmierce  and  industry,  the  situation  is  vastly 
different.  Here  nothing  is  tolerable  that  is  not  much 
more  complex  tha^  the  Massachusetts  table  and  is  not 
administered  with  much  more  precision.  Nowadays 
it  would  be  quite  intolerable  to  entrust  valuations  to 
any  body  of  men  upon  the  basis  of  '*  whatever  certain 
information  they  may  be  able  to  obtain,"  much  less 
upon  "  their  own  judgment  in  the  premises." 

Of  notes  issued  in  such  quantities  there  should  be 
many  still  in  existence.     But  I  have  had  no  information 
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of  more  than  five.  Years  ago  Dr.  E.  Benjamin  An- 
drews gave  me  a/oo  sindle  of  one,  the  source  of  which, 
as  I  remember  it,  he  did  not  know.  Major  Henry  Winn 
of  Boston  had  one,  which  was  used  in  reduced /oo  simile 
to  illustrate  the  article  by  Eltweed  Pomeroy,  to  which 
reference  has  already  been  made.  Some  ten  years  ago 
a  framed  specimen  could  be  seen,  among  other  mis- 
cellaneous curios,  in  Pitcher's  liquor  store  in  Boston. 
And,  at  about  that  same  time,  I  seized  upon  two  which 
were  offered  by  a  Boston  dealer  as  specimens  of  Paul 
Revere's  engraving.  One  of  mine  is  reproduced,  in 
exact  size,  in  Appendix  III. 

WiLLARD  C.  Fisher. 

MiDDLBTOWN,  CONN. 
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THE  DOMINANCE  OF  THE  NATIONAL  UNION 
IN  AMERICAN  LABOR  ORGANIZATION 

SUMMARY 

The  forms  of  trade-union  g;rouping,  455.  —  Varying  inter-relations  of 
these  forms  in  different  periodsi  456.  —  Dominance  of  the  national 
imion  since  1897,  468.  —  I.  Control  over  the  local  imions,  458. — 
Increase  both  in  degree  and  extent,  459.  —  II.  Control  over  the  Ameri- 
can Federation  of  Labor,  461.  —  Attempts  to  weaken  this  control,  464. — 
III.  Control  over  the  city  federations,  465.  —  Rules  regulating  their 
composition,  469.  —  Rules  regulating  thdr  activities,  471.  —  IV.  Con- 
trol over  trades  councils,  474.  —  Illustrated  by  building  trades  councils, 
475.  —  Development  of  Building  Trades  Department,  476.  —  Rules 
regulating  the  activities  of  local  councils,  476.  —  Inability  of  the 
Department  to  enforce  its  rules,  479. 

Trade  unionists  in  all  industrial  countries  have 
developed  a  number  of  distinct  forms  of  grouping. 
At  the  present  time,  for  example,  American  trade 
unionists  are  organized  into  local  trade  unions,  national 
trade  unions,  city  federations,  a  national  federation, 
local  trades  councils  and  national  trades  councils.^ 
The  same  unionist  may  be  included  in  all  of  these  six 
forms  of  grouping.  A  Baltimore  printer,  for  example, 
may  be  a  member  of  the  local  union  of  his  trade  — 
the  Baltimore  Typographical  Union;  of  the  national 
union  of  his  trade  —  the  International  Typographical 
Union;  of  the  city  federation  —  the  Baltimore  Federa- 
tion of  Labor;  of  a  national  federation  —  the  American 
Federation  of  Labor;   of  a  local  trades  council  —  the 

1  There  are  other  fonns  of  grouping  m,  for  example,  state  federations  and  state  and 
distriot  unions  of  the  local  unions  in  particular  trades,  but  these  have  played  a  relatively 
small  part  in  the  organisation  of  labor  in  the  United  States  and  are,  therefore,  omitted 
from  the  present  discussion. 

455 
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Baltimore  Allied  Printing  Trades  Council;  and,  finally, 
of  a  national  trades  council  —  the  International  Allied 
Printing  Trades  Association.^  Each  of  these  forms  of 
grouping  might,  therefore,  embrace  all  the  trade  union- 
ists in  the  United  States.  As  a  matter  of  fact,  some 
of  them  include  in  their  membership  only  a  small  part 
of  the  total  number  of  trade  unionists.  The  number 
of  members  of  all  the  local  trades  councils  in  the  United 
States,  for  example,  is.  probably  less  than  one-fourth 
of  the  total  number  of  trade  unionists. 

The  forms  of  trade-union  grouping  have  steadily 
increased  in  number.  The  local  trade  union  dates 
its  origin  from  the  beginning  of  the  nineteenth  century; 
the  city  federation  from  1827;  the  national  trade  union, 
as  an  effective  form  of  organization,  from  1850.  Trades 
councils,  local  and  national,  are  a  development  of  the 
last  twenty-five  years. 

The  inter-relations  of  these  forms  of  grouping  — 
the  elements  in  American  labor  organization  —  have 
been  determined  slowly,  and  from  time  to  time  the 
changing  needs  of  the  trade-union  movement  have 
necessitated  readjustments  of  these  relations.  As 
might  be  expected  from  the  political  analogy,  the  rela- 
tionship which  has  proved  most  practicable  has  been 
the  dominance  of  some  one  of  the  forms  of  grouping 
over  the  others.  Whenever  the  tide  of  trade  unionism 
has  risen  markedly,  the  desire  to  give  unity  to  the  labor 
movement  has  led  to  the  assumption  of  leadership 
and  control  by  one  or  another  of  the  forms  of  grouping. 
In  the  history  of  American  labor  organization,  four 

1  The  tenninology  of  American  trade-union  atruoture  is  much  oonfuaed.  The  dtj 
federation,  ae  it  ie  called  here,  that  is,  the  federation  of  the  local  uniona  in  a  dty,  ia 
known  by  various  other  names  —  e.  g.,  labor  assembly,  trades'  union,  trades  council 
and  central  labor  union*  In  the  constitution  of  the  American  Federation  of  Labor,  dty 
federations  are  denominated  "  central  trade  and  labor  unions  *'  m  more  briefly  **  central 
bodies."  The  local  trades  councils,  as  they  are  called  here,  that  is,  the  local  unions  off 
allied  trades  in  a  particular  dty,  are  also  frequently  referred  to  as  "  central  bodies." 
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distinct  structural  forms  are  distinguishable,  each  of 
which  emerges  in  a  time  of  rapid  growth  in  the  trade- 
union  movement.  The  periods  in  the  development 
of  the  structure  of  American  labor  organization  may 
accordingly  be  roughly  defined  as  extending  from  1800 
to  1815,  from  1827  to  1838,  from  1879  to  1888,  and 
from  1897  to  the  present.  In  the  years  between  these 
periods  the  labor  movement  was  relatively  weak  and 
the  relations  of  the  various  forms  of  grouping  were  less 
sharply  defined. 

In  the  earliest  period  —  from  the  end  of  the  eigh- 
teenth century  to  about  1816  —  the  local  union  was 
the  only  form  of  trade-union  grouping.  Among  the 
local  imions  of  different  trades  in  the  same  city  there 
was  no  substantial  connection;  communication  between 
the  local  unions  of  the  same  trade  in  different  cities 
was  rare,  and  cooperation  among  them  slight. 

The  second  period,  extending  from  1827  to  1838, 
was  marked  by  the  rise  of  the  city  federation  or,  as  it 
was  then  called,  the  trades'  union.  The  admirable 
study  of  this  period  by  Professor  Commons  and  Miss 
Siunner  shows  that  the  labor  movement  of  the  period 
was  largely  directed  and  controlled  by  the  city  federa- 
tions.^ Attempts  to  form  national  trade  unions  were 
made,  but  failed.  The  city  federations  united  to  form 
a  national  federation,  the  National  Trades'  Union, 
but  this  exercised  practically  no  power  and  its  life 
was  short. 

A  characteristic  feature  of  American  trade  uniooism 
from  1865  to  1888  was  the  formation  of  a  number  of 
national  federations  in  which  the  controlling  elements 
were  the  city  federation,  and,  to  a  less  extent,  the  local 
union.  The  International  Industrial  Assembly  of 
North  America,  organized  in  1864,  the  National  Labor 

1  DoemMDtaiy  Hiciory  of  AmariMn  IndnitriAl  Sodety.  Vols.  V  and  VI. 
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Union,  active  from  1866  to  1870,  the  Industrial  Con- 
gress, organized  in  1873,  and  the  Knights  of  Labor, 
organized  as  a  national  federation  in  1878,  were  alike 
in  this  respect.  These  national  federations  were 
designed  to  exercise  functions  distinct  from  those 
exercised  by  the  national  and  local  unions,  but  the 
evident  desirability  of  bringing  the  entire  labor  move- 
ment into  imity  led  in  the  latest  and  strongest  of  these 
organizations,  the  Knights  of  Labor,  to  the  gradual 
development  of  the  idea  that  the  national  federation 
should  be  dominant  in  the  structure  of  labor  organiza- 
tion. The  opposition  of  the  national  trade  unions 
to  a  structural  form  in  which  the  national  union  became 
subordinate  to  the  national  federation  led  to  the  bitter 
struggle  between  the  Knights  and  the  national  unions 
which  characterized  the  years  from  1885  to  1888. 

The  fourth  period  in  the  structural  history  of  Ameri- 
can trade  unionism  —  from  1897  to  the  present  — 
has  been  distinguished  by  the  increasing  control  exer- 
cised by  the  national  trade  union  over  the  other  forms 
of  grouping.  This  development,  which  forms  the  sub- 
ject of  the  present  paper,  will  be  treated  with  reference 
to  (1)  local  unions,  (2)  national  federations,  (3)  city  fed- 
erations, (4)  local  and  national  allied  trades  councils. 


The  present  dominance  of  the  national  union  in 
American  labor  organization  is  based  upon  the  steadily 
increasing  control  exercised  by  the  national  unions 
over  the  local  unions.  This  development  presents 
two  aspects.  In  the  first  place,  the  degree  of  control 
which  the  national  union  exercises  over  its  affiliated 
local  unions  is  important,  since  both  the  power  and  the 
desire  of  the  national  union  to  control  the  other  forms 
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of  labor  organization  are  directly  proportional  thereto. 
Secondly,  the  extent  to  which  local  unions  are  affiliated 
with  some  national  union  is  also  important,  since  if 
a  large  part  of  the  local  unions  were  independent, 
the  power  of  the  national  union  to  control  the  other 
forms  of  labor  organization  would  be  much  less  than 
it  is. 

In  both  respects  the  control  of  the  national  unions 
over  the  local  unions  has  increased  rapidly  in  recent 
years.  The  increase  in  the  degree  of  control  over 
the  affiliated  local  unions  —  ordinarily  described  as 
centralization  —  has  been  due  to  a  variety  of  causes, 
chief  among  which  are  the  establishment  of  nationally 
administered  beneficiary  features,  the  financing  of 
strikes  by  the  national  unions,  and  the  negotiation 
of  national  agreements  with  employers.  These  exten- 
sions of  activity  on  the  part  of  the  national  union 
have  necessitated  an  increasingly  stricter  control  by 
the  national  union  over  its  affiliated  local  unions,  which 
has  exhibited  itself  in  many  ways,  such,  for  example, 
as  the  national  regulation  of  admission  requirements, 
the  national  control  of  strikes  and  the  adoption  of 
national  working  rules.^ 

The  extension  of  control  by  the  national  union  over 
a  larger  and  larger  number  of  the  local  unions  in  its 
trade  or  industry  is  closely  connected  with  the  growth 
in  centralization.  The  same  considerations  which 
lead  affiliated  local  unions  to  transfer  a  large  part  of 
their  activities  to  a  national  organization  are  influential 
in  leading  imaffiliated  unions  to  ally  themselves  with 

>  Various  aspects  of  this  development  have  been  described  in  detail  by  several 
writers.  See  Adams  and  Sumner,  Labor  Problems,  pp.  228-280;  Cariton,  History  and 
Problems  of  Organised  Labor,  pp.  96-110;  MoCabe,  The  Standard  Rate  in  American 
Trade  Unions,  pp.  120-178;  Wolfe,  Admission  to  American  Trade  Unions,  pp.  11-33; 
Spedden,  The  Trade  Union  Label,  pp.  32-61;  Sakolald,  The  Finances  of  American 
Trade  Unions,  pp.  12-20,  46;  Kennedy,  Benefidaiy  Features  of  American  Trade 
Unions,  pp.  10^120;  Gloeker,  The  Government  of  American  Trade  Unions,  chaps,  v 
and  vi;  Barnett,  The  Printers,  pp.  20-iO. 
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the  national  union  in  their  trade.  The  advantages 
to  be  obtained,  "however,  have  not  been  the  only  force 
Tnaking  for  the  affiliation  of  the  independent  unions. 
The  national  imions  have  exerted  pressure  on  the 
unaffiliated  unions  by  discriminating  against  their 
members  who  seek  work  in  other  cities,  and,  wherever 
practicable,  by  establishing  rival  local  unions.  More- 
over, as  will  be  shown  below,  the  national  imions  have 
used  their  increasing  control  of  the  dty  federation 
and  the  local  trades  coimcil  to  force  the  independent 
unions  to  affiiliate. 

The  result  has  been  that  American  local  trade  unions 
are  connected  with  some  national  union  probably 
more  generally  than  the  local  unions  in  any  other 
coimtry.  It  is  one  of  the  curious  phenomena  of  trade 
imionism  that  altho  local  and  sectional  trade  unions 
still  survive  in  England,  they  have  almost  entirely 
disappeared  in  the  United  States,  despite  the  enor- 
mously greater  area  covered.  In  the  United  Kingdom, 
for  example,  the  following  unions  of  compositors  were 
in  existence  in  1910;  London  Compositors,  Dublin 
Typographical  Society,  Typographical  Association, 
Scottish  Typographical  Association.^  In  the  United 
States  in  the  same  year  there  was  no  important  inde- 
pendent local  union  of  compositors  or  sectional  associa- 
tion of  such  unions.  All  the  local  unions  were  affiliated 
with  the  International  Typographical  Union.  Essen- 
tially the  same  contrast  is  foimd  in  a  number  of  other 
trades.* 

>  Labour  Department  Report  on  Trade  Uniona  in  1906-10,  p.  0Oi 

*  No  data  are  available  as  to  the  number  of  independent  local  unions  in  the  United 
States  as  a  whole,  but  some  indication  of  the  number  may  be  obtained  from  the  annual 
reports  made  to  the  Massachusetts  Bureau  of  Statistics  by  labor  oiianiaatiotts  in  that 
state.  In  1910,  acoordinc  to  information  kindly  furnished  by  the  Director  of  the 
Bureau,  of  some  1250  local  unions  in  Massachusetts  all  except  20  were  affiliated  with 
some  national  union  or  with  the  American  Federation  of  Labor.  See  also  the  Bursau'a 
Fourth  Annual  Report  on  Labor  Organisations,  for  the  year  1911,  p.  76. 
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II 

As  long  as  the  national  unions  had  slight  control  over 
their  affiliated  local  unions  they  did  not  seriously 
object  to  the  formation  of  national  federations  in  which 
city  federations  and  local  unions  were  the  dominant 
elements.  With  the  growth  of  the  power  of  the  national 
union  over  the  local  unions,  the  national  unions  in 
which  centralization  was  greatest  became  strongly  dis- 
satisfied with  such  national  federations,  particularly  if 
they  encroached  upon  the  functions  of  the  national 
union.  ^ 

The  question  did  not  become  acute,  however,  imtil 
the  great  increase  in  the  strength  of  the  Kni^ts  of 
Labor,  and  the  transformation  in  the  attitude  of  that 
organization  toward  the  national  unions.  In  1886 
the  national  trade  unions,  desirous  of  defending  them- 
selves against  the  threatened  domination  of  the  Knights, 
took  over  and  reorganized  the  Federation  of  Organized 
Trades  and  Labor  Unions  of  the  United  States  and 
Canada,  a  national  federation  which  had  been  organized 
in  1881.  According  to  the  original  constitution  of  the 
Federation  the  national  unions  were  allowed  one 
delegate  if  their  membership  was  less  than  400,  two 
delegates  if  4,000,  three  if  8,000,  four  if  16,000,  five  if 
32,000,  and  so  on.  Each  local  trades  assembly  or  city 
federation  was  allowed  a  single  delegate  irrespective 
of  the  number  of  its  members.  In  1882  the  plan  of 
representation  was  slightly  altered.  Assemblies  of 
the  Knights  of  Labor  and  local  trade  unions  were  given 
the  same  representation  as  city  federations,  and  state 
and  provincial  federations  were  allowed  two  delegates. 

>  For  an  Mooimt  of  the  attitude  of  the  atroncer  national  unions  towards  the  national 
federations  from  1865-85,  see  Kirk,  National  Labor  Federations  in  the  United  States, 
pp.  17-26. 


Digitized  by 


Google 


462  QUARTERLY  JOURNAL  OF  ECONOMICS 

In  several  of  the  sesaons  of  the  Federation  prior  to 
1886  the  votmg  strength  of  city  federations  and  local 
unions  was  greater  than  that  of  the  national  unions.^ 

In  1886,  when  the  Federation  assumed  its  present 
title,  the  American  Federation  of  Labor^  the  basis  of 
representation  was  altered  so  as  to  exclude  from  repre- 
sentation all  local  unions  of  trades  in  which  national 
unions  existed.*  This  change  did  not  entirely  satisfy 
the  national  unions,  since  it  was  possible  that  a  large 
number  of  local  unions  in  those  trades  in  which  there 
were  no  national  unions  might  be  affiliated  directly 
with  the  Federation.'  Moreover,  the  representatives 
of  city  federations  might  easily  have  become  sufficiently 
niunerous  to  outvote  the  delegates  of  the  national 
unions.  A  year  later,  in  1887,  the  national  unions, 
therefore,  made  their  control  of  the  Federation  unas- 
sailable by  the  adoption  of  the  provision  that  if  a  roll- 
call  was  demanded*  each  delegate,  except  those  of 
city  or  state  federations,  might  cast  one  vote  for  every 
one  hundred  members  which  he  represented.*     The 

1  In  1883,  for  instance,  fifteen  of  the  twenty-eeven  delegates  were  representatives 
of  local  trade  unions,  city  federations  and  state  federations. 

*  National  unions  were  given  the  same  representation  as  before  and  '*  each  local  or 
district  trades  organisation  or  federated  body  not  connected  with,  or  having  a  National 
or  International  head,  affiliated  with  this  Federation,'*  was  allowed  one  delegate. 

*  A  delegate  from  the  International  T3nx>eraplucal  Union  to  the  session  of  the 
Federation  held  in  1886  suggested  in  his  report  to  his  union,  that  '*  local  organisations 
in  a  single  large  city  could  be  so  strongly  represented  as  to  outnumber  all  the  duly 
accredited  delegates  from  distinctive  national  and  international  bodies  "  (Proceed- 
ings of  the  International  Typographical  Union,  1887.  p.  66). 

*  In  1888,  it  was  provided  that  a  roll-call  might  be  demanded  by  one-fifth  of  the 
delegates,  and  in  1889,  the  present  rule  that  a  roU-call  may  be  demanded  by  one-tenth 
of  the  delegates  was  adopted. 

*  In  the  report  of  the  delegates  from  the  Typographical  Union  to  the  session  of  1887, 
the  purpose  in  making  this  change  was  stated  as  follows:  "  The  basu  of  repreeentation 
and  manner  of  voting  prescribed  by  the  old  constitution  gave  central  labor  unions  and 
state  assemblies  a  vote  out  of  proportion  to  their  strength,  and  enabled  the  smaller 
bodies  to  exert  an  undue  influence  in  the  control  of  the  affairs  of  the  Federation.  But 
for  this  fact  the  constitution  would,  no  doubt,  have  been  so  changed  as  to  admit  national 
and  international  bodies  only.  This  can  be  done  at  the  next  session,  if  desirable.  .  .  ." 
(Proceedings  of  the  International  Typographical  Union,  1888,  p.  167). 
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representatives  of  city  and  state  federations  were 
allowed  as  before  only  one  vote.  The  delegates  of 
local  unions  directly  affiliated  with  the  Federation 
may  cast  one  vote  for  each  hundred  members,  but  the 
total  membership  of  these  unions  is  small  compared 
with  that  of  the  national  unions,  and  on  account  of  the 
expense  many  of  them  are  unable  to  send  delegates. 

By  these  changes  the  national  unions  were  given  an 
overwhelmingly  large  voting  power  in  the  Federation. 
The  convention  of  1911  will  furnish  an  illustration. 
The  total  nmnber  of  delegates  present  was  349.  Of 
these,  228  were  delegates  of  national  luiions,  25  of  state 
federations,  67  of  central  federations,  21  of  trade  and 
federal  labor  unions  directly  affiliated  and  6  of  fraternal 
organizations.  The  nmnber  of  delegates  of  national 
unions  was  nearly  two-thirds  of  the  total  nmnber,  and 
the  voting  strength  on  roll-call  of  the  national  unions 
was  17,104  of  a  total  vote  of  17,240.  Moreover,  it  has 
become  customary  for  the  national  unions  to  send  as 
part,  at  least,  of  their  delegation  important  officials 
of  the  national  union.  The  sessions  of  the  Federation 
are  thus  to  a  very  considerable  extent  coimcils  of  the 
executives  of  the  national  unions. 

Throughout  the  whole  period  since  1886  the  national 
unions  have  been  more  and  more  firmly  resolved  that 
the  trade-union  movement  should  not  be  transformed 
into  that  semi-political  form  which  has  always  charac- 
terized it  when  the  city  federation  and  local  union 
have  had  control  of  the  national  federation.  On  several 
occasions  representatives  of  the  city  federations  have 
complained  at  the  sessions  of  the  Federation  that  their 
voting  strength  is  too  small.  In  1900,  for  instance, 
a  resolution  providing  that  each  delegate  from  a 
national  union  should  be  allowed  only  a  single  vote 
on  roll  call  was  introduced,   but   was   voted   down 
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without  discussion.^  It  was  proposed  in  1900  that 
the  delegates  from  city  federations  should  be  permitted 
to  cast  the  votes  of  local  unions  directly  aflSliated  with 
the  Federation  and  connected  with  the  city  federation, 
but  this  proposal  also  was  defeated.* 

In  1902  an  interesting  attempt  was  made  to  organize 
a  new  national  federation.  The  Milwaukee  city 
federation  issued  a  circular  letter  calling  a  national 
convention  to  be  composed  of  the  representatives  of 
city  federations.  The  executive  coimcil  of  the  Ameri- 
can Federation  of  Labor  immediately,  to  quote  their 
account,  '^  used  our  good  offices  to  persuade  the  central 
labor  unions  and  other  central  bodies  from  pursuing 
this  mistaken  course.  .  .  ."  The  plan  was  not  aban- 
doned, however,  and  at  the  session  of  the  Federation 
in  1902,  Mr.  Victor  Berger,  the  delegate  from  the 
Milwaukee  city  federation,  introduced  a  resolution 
providing  for  a  convention  of  delegates  from  city 
federations  in  cities  of  over  50,000  inhabitants  ''  to 
consider  the  conditions  and  evils  peculiar  to  the  large 
cities  and  dangerous  and  oppressive  to  the  laboring 
people  living  therein."  Despite  Mr.  Berger's  assurance 
that  the  Milwaukee  city  federation  "  had  no  design 
to  organize  a  body  antagonistic  to  the  A.  F.  of  L.,"  a 
committee  of  the  Federation  reported  unfavorably 
on  the  project  on  the  ground  that  there  were  '^  already 
adequate  means  to  promote  such  propaganda  through 
the  various  local,  central  and  state  bodies."'  The 
proposed  federation  would  have  been  practically 
identical  in  its  composition  with  the  long  line  of  national 
federations  which  began  with  the  National  Trades' 
Union  of  1834  and  ended  with  the  Knights  of  Labor. 

>  Prooeedinoi  of  the  American  Federation  of  Labor,  1900,  pp.  40, 160. 

*  Ibid.,  1900,  p.  155. 

•  Ibid.,  1902,  pp.  49, 110.  205. 
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The  number  of  national  unions  affiliated  with  the 
American  Federation  of  Labor  has  increased  steadily 
since  1897.  In  1911  the  only  important  national 
unions  not  in  affiliation  with  the  Federation  were  the 
Locomotive  Engineers,  the  Locomotive  Firemen  and 
Enginemen,  the  Railroad  Trainmen,  the  Railway 
Conductors,  the  Flint  Glass  Workers,  and  the  Brick- 
layers and  Masons.  The  total  membership  of  the 
non-affiliated  unions  in  1911,  at  a  liberal  estimate, 
did  not  exceed  600,000,  while  the  membership  of  the 
affiliated  unions  was  approximately  1,800,000. 

No  rival  national  federation  has  been  able  in  this 
period  to  offer  effective  competition.  The  Knights 
of  Labor  has  been  practically  an  extinct  organization. 
The  American  Labor  Union,  organized  in  1902  to  pro- 
mote industrial  unionism,  went  out  of  existence  in  1905. 
The  Industrial  Workers  of  the  World,  organized  in 
1905  as  the  successor  of  the  American  Labor  Union, 
lost  in  1907  the  support  of  its  only  important  national 
union,  the  Western  Federation  of  Miners,  which 
affiliated  in  1911  with  the  American  Federation  of 
Labor.  The  membership  of  the  Industrial  Workers 
of  the  World  — m  1911  about  10,000  — is  relatively 
insignificant. 

Ill 

The  control  of  the  American  Federation  of  Labor  by 
the  national  unions  has  not  only  been  important  in  itself, 
but  through  the  Federation  the  national  unions  have 
acquired  such  control  as  they  now  have  over  the  city 
federations.  In  every  time  of  labor  unrest  since  1827, 
city  federations,  known  variously  as  trades'  unions, 
workingmen's  assemblies,  district  assemblies,  or  central 
bodies,  have  come  into  existence  in  the  chief  industrial 
centers.      In  the  earlier  periods  of  American  trade- 
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union  history  these  organizations  called  sympathetic 
strikes,  declared  boycotts,  and  sustained  strikers  with 
financial  aid.  To  many  of  their  activities  the  national 
unions  had  no  objection,  but  at  other  points  conflict 
occurred.  With  the  increasing  centralization  of  the 
national  unions,  it  became  intolerable  that  their  policies 
should  be  interfered  with  by  local  federations. 

The  control  exercised  by  the  Federation  of  Labor  over 
city  federations  is  based  on  the  preference  shown  by 
local  unions  for  city  federations  affiliated  with  the 
Federation  as  against  independent  city  federations, 
since  the  Federation  can  obviously  not  impose  rules 
on  unaffiliated  organizations.  In  1911  there  were 
631  city  federations  affiliated  with  the  American  Federa- 
tion of  Labor.  The  number  of  independent  city  federa- 
tions is  at  present  very  small.  ^  There  have  been, 
however,  even  within  recent  years  important  indepen- 
dent city  federations,  and  some  of  these  were  in  cities 
in  which  there  were  also  city  federations  affihated  with 
the  Federation. 

The  Federation  has  been  able  to  attach  to  itself  so 
many  city  federations  largely  through  the  steady  pres- 
sure of  the  national  unions  on  their  local  unions.  In 
1893,  by  a  provision  in  the  constitution  of  the  American 
Federation  of  Labor,  it  was  made,  "  the  duty  "  of  all 
affiliated  national  unions  ''  to  instruct "  their  local 
unions  to  join  the  city  federations.*  The  national 
unions,  however,  have  consistently  refused  to  allow 
any  mandatory  rule  to  be  passed  by  the  Federation 
requiring  local  unions  to  affiliate  with  city  federa- 
tions, altho  such  proposals  have  been  presented  and 
strongly  urged,  particularly  by  the  delegates  from  city 

1  The  aecretary  of  the  American  Federation  of  Labor,  Mr.  Morrison,  informa  the 
writer  that  in  November,  1012,  in  only  two  cities  of  considerable  population  were  there 
independent  dty  federations. 

*  Prooeedings  of  the  American  Federation  of  Labor,  1893,  p.  4. 
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federations,  at  almost  every  recent  session  of  the 
Federation,^ 

Even  where  an  independent  and  an  affiliated  city 
federation  have  existed  in  the  same  city,  the  Federation 
has  been  able  to  do  nothing  more  than  endeavor  to 
persuade  the  officers  of  the  national  unions  to  bring 
pressure  on  the  local  unions  in  favor  of  the  affiliated 
federation.  In  1907  the  delegate  from  the  Brooklyn 
city  federation  introduced  at  the  convention  of  the 
Federation  a  resolution  which  recited  that  there  were 
in  Brookljoi  two  city  federations  and  that  a  considerable 
number  of  local  unions  belonging  to  national  unions 
affiliated  with  the  Federation  were  allied  with  the 
independent  city  federation.  The  convention  of  the 
Federation  instructed  its  executive  council  through 
the  national  unions  to  "  compel "  the  local  imions 
to  withdraw  and  to  join  the  city  federation  chartered 
by  the  Federation.*  Two  years  later  the  delegate 
of  the  Brookljm  city  federation  called  attention  to 
the  fact  that  this  order  had  not  been  obeyed  and  asked 
the  convention  to  provide  specifically  that  if  any 
national  union  refused  to  compel  its  local  union  to 
withdraw  from  the  unaffiliated  city  federation,  it  should 
be  expelled  from  the  Federation.  The  convention, 
however,  merely  reiterated  its  instructions  to  the 
executive  council.' 

It  is  not  difficult  to  understand  the  reluctance  of  the 
national  unions  to  make  the  affiliation  of  their  local 
unions  compulsory.  If  a  city  federation  becomes 
unsatisfactory  to  a  local  union,  it  may  withdraw  at 

>  In  1901,  a  oommittGe  of  the  Federation  in  reporting  on  several  reflolutions  which 
aimed  at  forcing  local  unions  to  affiliate,  said  "  Your  committee  reports  adversely,  for 
the  reason  that  the  Federation  has  not  mandatory  power  to  legislate  for  national  and 
international  unions  '*     (Proceedings,  1901,  p.  198). 

*  Proceedings  of  the  American  Federation  of  Labor,  1907,  pp.  240,  289. 

>  Ibid..  1909,  p.  279. 
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will;  or  in  case  a  city  federation  pursues  distasteful 
policies,  a  national  union  may  even  encourage  or  order 
its  local  union  to  withdraw.  The  local  unions  have, 
therefore,  always  open  a  way  of  escape.  Since  the 
city  federation  has  no  power  to  retain  local  unions, 
its  conduct  must  commend  itself  to  the  local  unions 
or  they  will  leave,  and  the  seceding  unions  may,  if  they 
see  fit,  form  a  rival  city  federation.  No  more  effectual 
check  on  the  exercise  by  city  federations  of  any  real 
power  over  the  constituent  imions  could  well  have  been 
devised. 

Altho  the  city  federation  has  not  yet  been  brought 
sufficiently  under  the  control  of  the  national  unions 
acting  through  the  Federation  to  make  it  appear 
desirable  to  the  national  imions  that  local  imions 
should  be  forced  to  affiliate,  a  beginning  in  such  control 
has  been  made.  The  first  and  most  important  step 
in  this  direction  was  to  limit  the  power  of  the  city 
federations  to  admit  local  unions.  Under  the  con- 
stitution of  the  American  Federation  of  Labor  until 
1886,  a  city  federation  might  admit  local  unions  at  its 
own  discretion.  The  constitution  of  1886  provided 
that  city  federations  were  not  to  admit  delegates 
*'  from  any  local  organization  that  is  hostile  to  the 
objects  of  this  Federation  or  that  has  been  suspended 
or  expelled  by  a  National  or  International  organization 
of  their  trade."  The  rule  was  amended  at  various 
times,  chiefly  in  order  to  make  its  provisions  more 
explicit,^  but  since  1897  it  has  been  substantially  in 
its  present  form.*    As  it  now  stands,  it  reads  as  follows: 

>  From  1888  to  1893  the  rule  required  dty  federRtions  to  exclude  loeal  unloiie  of 
national  unions  not  affiliated  with  the  Federation,  but  ainoe  1893,  dty  federatione  have 
been  permitted  to  admit  the  looal  unions  of  unaffiliated  national  unions  whieh  are  not 
hostile  to  national  unions  affiliated  with  the  Federation. 

*  Until  1902.  a  dty  federation  which  disobeyed  the  rule  was  deprived  of  representa- 
tion. Since  then,  the  charter  has  been  withdrawn  (Proceedings  of  the  American  Federa- 
tion of  Labor.  1903,  p.  816). 
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"  No  Central  Labor  Union^  or  any  other  central  body  of  delegates, 
shall  admit  to  or  retain  in  then:  councils  delegates  from  any  local 
organization  that  owes  its  allegiance  to  any  other  body,  National 
or  International,  hostile  to  any  affiliated  organization,  or  that  has 
been  suspended  or  expelled  by,  or  not  connected  with,  a  National 
or  International  organization  of  their  trade  herein  affiliated,  under 
penalty  of  having  their  charter  revoked  for  violation  of  their  charter, 
subject  to  appeal  to  the  next  Convention.''  ^ 

The  rule  has  been  invoked  in  two  classes  of  cases. 
In  the  first  place,  city  federations  have  been  required 
to  exclude  local  unions  which  have  been  suspended 
by,  or  have  seceded  from,  or  are  merely  not  attached 
to  the  national  union  of  their  trade,  if  the  national 
union  is  affiliated  with  the  Federation.  In  1891,  for 
instance,  the  San  Francisco  Trades  and  Labor  As- 
sembly, a  city  federation,  was  suspended  from  further 
representation  in  the  Federation  because  it  refused 
to  exclude  a  local  union  which  had  been  suspended 
by  the  Brewery  Workers.^  The  Federation  has  con- 
sistently required  the  city  federations  to  mamtain  the 
principle  that  every  local  union  should,  if  possible, 
be  connected  with  a  national  union.  The  city  federa- 
tions, governed  largely  by  local  considerations,  if  left 
to  themselves  would  frequently  have  offered  aid  and 
comfort  to  seceding  and  independent  unions,  and  to 
that  extent  have  contributed  to  the  support  of  local 
as  against  national  unionism. 

In  the  second  place,  city  federations  have  been 
required  to  exclude  local  unions  affiliated  with  a  na- 
tional union  which  is  not  connected  with  the  Federation 
and  which  auns  to  include  in  its  membership  classes 
of  workmen  which  are  recognized  by  the  Federation 
as  properly  belonging  to  a  national  union  so  affiliated. 
In  violation  of  the  rule,  city  federations  have  not 

>  CoDttitution  of  the  American  Federmtioii  of  Labor,  1012,  Art.  xi,  sec.  1. 
*  Proceedinca  of  the  American  Federation  of  Labor,  1890,  p.  30. 
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infrequently  admitted  such  local  unions  and  refused 
to  unseat  their  delegates  when  ordered  to  do  so.  From 
time  to  time,  charters  of  city  federations  have  been 
revoked  in  particularly  offensive  cases,  and  new  federa- 
tions formed  from  the  local  unions.  There  has  been 
increasing  strictness  in  the  enforcement  of  the  rule. 
In  1908  a  large  nmnber  of  city  federations  admitted 
the  local  unions  of  a  national  union  of  electrical  workers, 
altho  another  national  union  in  the  same  trade  was 
affiliated  with  the  Federation.  Other  city  federations 
admitted  local  unions  of  the  FUnt  Glass  Workers,  who 
at  that  time  were  engaged  in  a  bitter  jurisdictional 
dispute  with  the  Glass  Bottle  Blowers,  a  union  affiliated 
with  the  American  Federation  of  Labor.  These  city 
federations  persisted  in  their  coiu*se  after  notice  and 
were  deprived  of  their  charters  by  the  executive  council 
of  the  Federation.  On  appeal  to  the  convention  the 
council  was  sustained. 

The  national  unions  regard  it  as  a  well-settled  prin- 
ciple that  only  one  national  union  may  have  jurisdiction 
over  a  particular  class  of  workmen.  They  have  found 
that  the  support  of  city  federations  has  been  one  of  the 
chief  factors  in  promoting  and  encouraging  the  forma- 
tion of  rival  national  unions  and  they  have  become 
more  and  more  determined  that  the  city  federation 
shall  not  lend  its  aid  to  such  rebellions. 

The  right  of  a  city  federation  to  exclude  a  local  union 
of  a  national  union  affiliated  with  the  Federation  has 
also  been  restricted.  As  early  as  1897  the  executive 
council  of  the  Federation  decided  that  it  was  improper 
for  a  city  federation  to  expel  a  local  union  merely 
because  its  national  union  was  involved  in  a  contro- 
versy with  another  national  union.  ^  In  1901  the 
Chicago  Federation  of  Labor  was  ordered  to  readmit 

>  ProoeedingB  of  the  American  Federation  of  Labor,  1807,  p.  35. 
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the  delegates  an  expelled  local  union.*  These  decisions 
were  not  based  on  any  specific  clause  in  the  constitution, 
but  in  1902  a  section  was  added  which  provided  that  a 
city  federation  might  not  reject  the  credentials  of  the 
delegates  from  a  local  union  of  a  national  union  affiliated 
with  the  American  Federation  except  on  charges  duly 
proved.  The  delegate  or  local  union  concerned  was 
given  a  right  of  appeal  to  the  executive  council  of  the 
Federation.*  This  right  has  been  freely  used,  and  in 
1908,  when  certain  city  federations,  on  account  of  a 
jurisdictional  dispute  between  the  Plumbers  and  the 
Steam  Fitters,  refused  to  admit  delegates  from  Steam 
Fitters'  local  unions,  the  convention  of  the  Federation 
ordered  the  executive  council  to  issue  a  general  order 
to  all  city  federations  that  they  must  admit  the  dele- 
gates of  local  unions  of  Steam  Fitters.  ^ 

The  national  unions  have  not  been  content  merely 
to  secure  that  their  interests  are  safeguarded  in  the 
composition  of  the  city  federation.  They  have  also 
gradually  evolved  a  code  of  rules  to  be  followed  by  the 
city  federations  in  the  conduct  of  their  affairs.  These 
rules  relate  to  the  boycott,  to  assessments  for  strikes, 
and  to  interference  in  collective  bargaining  —  funda- 
mentally important  activities  of  the  city  federation.* 

The  initiation  and  support  of  boycotts  has  always 
been  one  of  the  chief  functions  of  the  city  federation. 
Comprising  representatives  of  unions  of  all  trades, 
the  power  of  the  city  federation  as  a  boycotting  instru- 
ment has  been  very  great.  Desirous  of  turning  this 
power  to  their  service,  the  national  unions  have  yet 

1  ProoeedineB  of  the  American  Federation  of  Labor,  1901,  p.  158. 

*  Ibid..  1902.  p.  215;   Ibid..  1904.  p.  243. 

*  Ibid..  1908.  p.  192. 

*  See  Burke,  History  and  Functions  of  Central  Labor  Unions,  p.  80. 
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found  difficulty  in  controlling  it,  since  city  federations 
have  not  infrequently  initiated  boycotts  which  were 
distasteful  to  one  or  more  national  unions. 

In  1901,  a  provision  was  inserted  in  the  constitution 
of  the  American  Federation  of  Labor  forbidding  city 
federations  to  originate  boycotts,  and  requiring  them 
before  endorsing  boycotts  proposed  by  local  unions 
to  investigate  the  matter  and  to  effect  if  possible  an 
amicable  settlement.*  On  several  occasions  city  federa- 
tions have  been  forced,  on  complaint  of  national  unions, 
to  call  off  boycotts.  Even  yet  many  of  the  boycotts 
endorsed  by  city  federations  give  great  offense  to 
national  unions.  In  1903,  the  delegates  of  the  Boot 
and  Shoe  Workers'  National  Union  introduced  a 
resolution  at  the  convention  of  the  Federation  that 
no  business  concern  which  manufactured  and  sold 
goods  outside  of  the  city  in  which  the  city  federation 
was  situated  should  be  placed  on  the  unfair  list  by 
the  city  federation  without  the  sanction  of  the  national 
union  whose  interests  were  involved.  The  committee 
of  the  Federation  which  considered  this  resolution 
recommended  that  only  boycotts  on  firms  doing  an 
interstate  business  should  be  submitted  to  the  national 
union  concerned.  After  much  discussion,  the  proposed 
rule  was  defeated.'  In  1904,  the  same  subject  was 
brought  up,  but  the  convention  again  showed  itself 
reluctant  to  adopt  a  rigid  rule.' 

The  assessment  of  local  unions  by  city  federations 
for  the  support  of  strikes  has  been  the  occasion  of  fre- 
quent complaint  by  the  national  unions.  The  stronger 
national  unions  finance  their  own  strikes  and  they 
strongly  object  to  having  their  members  required  to 

>  Prooeedingi  of  the  American  FederatioD  of  Labor,  1901.  p.  196. 

>  Ibid.»  1903,  p.  182.  »  Ibid.,  1904,  p.  334. 
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support  the  strikes  of  local  unions  whose  national 
unions  are  unwilling  or  unable  to  pay  strike  benefits. 
The  general  use  of  such  assessments  would  obviously 
greatly  weaken  the  hold  which  the  national  unions 
have  on  their  local  unions,  and  tend  correspondingly 
to  increase  the  power  of  the  city  federations.  On  the 
other  hand,  it  is  felt  that  on  certain  occasions,  when 
local  interests  are  much  involved,  some  power  should 
be  left  to  city  federations  to  raise  funds.  At  the 
session  of  the  American  Federation  of  Labor  in  1904, 
Mr.  MacArthur,  a  delegate  of  the  Seamen's  Union, 
proposed  that  the  city  federations  should  be  advised 
that  assessments  ought  not  to  be  levied  on  the  affiliated 
unions.  The  convention  was  unwilling  to  forbid  all 
assessments,  but  did  advise  the  city  federations  that 
assessments  should  only  be  levied  after  the  question 
had  been  submitted  to  the  membership  of  the  aflSliated 
unions.^ 

Finally,  the  national  unions  have  strongly  resented 
the  uninvited  interference  of  city  federations  in  the 
negotiations  between  local  unions  and  employers. 
National  unions  are  not  infrequently  glad  to  avail 
themselves  of  the  aid  of  the  city  federation  in  dealing 
with  employers,  but  the  stronger  national  unions  object 
to  any  attempt  on  the  part  of  the  city  federations  to 
take  the  lead  in  such  matters.  In  1898,  a  section  was 
added  to  the  constitution  of  the  Federation  which 
provided  that  a  city  federation  should  not  have  author- 
ity to  order  a  strike  of  any  local  union  without  the 
consent  of  the  national  xmion.^  In  1906,  an  additional 
section  provided  that  a  city  federation  must  take  no 
part  in  "  the  adjustment  of  wage  contracts,  wage 
disputes  or  working  rules  of  local  unions  affiliated  with 

1  Proceedings  of  the  American  Federation  of  Labor,  1904,  p.  234. 
>  Ibid..  1808,  pp.  68, 144. 


Digitized  by  VjOOQ IC 


474  QUARTERLY  JOURNAL  OF  ECONOMICS 

a  National  or  International  union  "  unless  the  rules 
of  the  national  union  permit  or  unless  consent  is  given 
by  the  officials  of  the  national  union.^ 

From  the  foregoing  survey,  it  will  be  seen  that  the 
city  federation  has  been  definitely  subordinated  to  the 
national  union.  From  the  standpoint  of  the  stronger 
national  unions  the  city  federations  are  merely  the 
means  of  making  more  effective  the  boycott,  of  carrying 
on  the  propaganda  for  the  union  label,  and  of  taking 
such  political  action  as  the  needs  of  the  labor  movement 
may  require.  The  less  centralized  national  unions 
would  be  willing  to  make  the  city  federations  more 
important.  Particularly  is  this  true  of  many  of  the 
unions  in  the  building  trades.  There  is,  therefore, 
occasionally  some  division  of  opinion  among  the 
national  unions  in  the  Federation  as  to  the  proper 
functions  of  the  city  federations;  but  every  increase 
in  the  centralization  of  the  national  union  has  contrib- 
uted to  the  sentiment  in  favor  of  the  subordination 
of  the  city  federation. 

IV 

The  fourth  form  of  organization,  the  federation  of 
unions  of  allied  trades,  is  of  recent  origin.  Local 
councils  were  formed  in  the  building  trades  as  early 
as  1865  and  in  the  printing  trades  in  1886.  Councils 
have  also  been  formed  in  the  metal  trades,  among  the 
railroad  unions,  and  among  the  maritime  trades.' 
It  will  be  sufficient  for  oiu*  present  purpose  to  describe 
the  development  which  has  taken  place  in  the  relation 
of  the  national  unions  of  the  building  trades  to  the  local 
and  national  building  trades  councils,  since  in  these 

I  Proceedings  of  the  American  Federation  of  Labor,  1906.  p.  245. 
>  Kirk,  pp.  80-88. 
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trades  the  activities  of  the  councils  have  been  pre- 
eminently of  such  a  kind  as  to  cause  the  national  unions 
concern. 

The  local  building  trade  councils  have  been  an  im- 
portant factor  in  industrial  disputes.  They  have  sys- 
tematically employed  the  sympathetic  strike,  and  have 
ordinarily  maintained  jointly  the  closed  shop.^  For 
many  years  their  activities  were  unsupervised  by  any 
national  authority.  In  1897,  a  considerable  niunber  of 
local  building  trades  councils  formed  a  national  organ- 
zation  known  as  the  International  Building  Trades 
Council.  In  1903,  it  comprised  seven  national  unions 
and  seventy-six  building  trades  councils.  The  affiliated 
national  unions  were  for  the  most  part  small  unions, 
since  the  larger  unions  were  from  the  outset  strongly 
opposed  to  the  International  Building  Trades  Council. 
In  the  annual  convention  of  that  body  each  local 
council  originally  was  entitled  to  one  vote  for  each 
trade  in  the  council.  A  single  local  council  might, 
therefore,  cast  ten  or  fifteen  votes,  but  a  national  union 
was  allowed  only  a  single  vote.  In  1904  and  1905, 
changes  were  made  in  the  constitution  with  a  view 
to  giving  the  national  unions  greater  weight  in  the 
conventions,  but  the  national  unions  were  far  from 
satisfied.  In  1903,  a  few  of  the  larger  national  unions 
in  the  building  trades  organized  the  Structiu'al  Building 
Trades  Alliance.  The  convention  of  the  Alliance 
was  composed  exclusively  of  delegates  from  national 
unions.  The  organization  of  the  Alliance  greatly 
weakened  the  International  Council,  and  for  some  years 
the  latter  has  been  unimportant.  The  Structural 
Building  Trades  Alliance  was  transformed  in  1908 
into  the  Building  Trades  Department  of  the  American 
Federation  of  Labor. 

1  Stookton,  pp.  08-105. 
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The  annual  convention  of  the  Buildmg  Trades  Depart- 
ment, the  final  authority  in  its  sjrstem  of  government, 
is  composed  of  delegates  from  the  affiliated  national 
unions.  Attempts  have  been  made  from  time  to  time 
to  secure  the  admission  of  del^ates  from  the  local 
coimcils,  but  these  attempts  have  always  failed.  In 
1909  delegates  from  certain  coimcils  were  allowed  the 
privilege  of  participating  in  the  discussion,  but  not 
the  right  to  vote.  In  1910  the  convention  refused 
to  admit  delegates  from  local  councils.^ 

The  Building  Trades  Department  has  not  been  very 
successful  as  yet  in  bringing  the  local  councils  under 
control,  but  a  brief  survey  of  its  efforts  will  indicate 
the  points  at  which  the  national  unions  desire  to  curb 
the  activities  of  the  local  councils. 

The  national  imions  have  been  particularly  desirous 
of  putting  an  end  to  the  encouragement  given  to  demar- 
cation disputes  by  the  councils.  Until  the  formation 
of  the  Department  a  council  was  entirely  at  liberty 
to  recognize  the  claim  of  either  of  two  contending 
unions  to  a  particular  class  of  work.  They  might, 
for  instance,  expel  the  local  union  of  Stone  Cutters 
on  complaint  of  the  Granite  Cutters  and  thus  lend  their 
aid  to  a  particular  adjudication  of  the  question  of 
jurisdiction.  When  one  considers  that  there  are  over 
two  hundred  building  trades  councils  in  the  United 
States,  and  that  their  decisions  are  given  in  view  of 
local  conditions,  and  not  infrequently  are  the  result 
of  coalitions  among  the  various  local  unions  which  have 
jurisdictional  disputes,  the  resulting  confusion  can  be 
readily  conceived. 

From  the  time  of  its  organization,  the  Department 
has  endeavored  to  establish  the  principle  that  a  local 
council  has  no  power  to  decide  a  demarcation  dispute. 

>  Praeeediod  of  the  Buildiiig  Tnules  DeiMitment,  1910,  p.  96^ 
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In  1909,  the  executive  council  of  the  Department  in 
its  report  to  the  convention  said: 

**  Your  Executive  Council  has  taken  the  position  that  jurisdiction 
lines  are  laid  down  by  International  organizations  and  as  such  they 
can  only  be  altered,  amended  or  waived  by  duly  accredited  repre- 
sentatives appointed  by  each  International  union  acting  in  a  general 
way  and  thereafter  such  amendments,  changes  or  conditions  must 
be  ratified  by  the  Executive  Conmiittees  of  the  Internationals  in 
interest."  * 

At  the  session  of  the  Department  in  1908,  when  the 
old  controversy  of  the  Plmnbers  and  the  Steam  Fitters 
came  up,  Mr.  Duflfy,  secretary  of  the  United  Brother- 
hood of  Carpenters  and  Joiners  and  a  delegate  from 
that  union  to  the  convention  of  the  Department,  said: 

**  I  believe  every  organization  represented  here  has  had  men  involved 
in  strikes  with  Plmnbers  on  one  side  and  Steam  Fitters  on  the  other. 
Now  we  are  commg  down  flat-footed  to  tell  you  that  the  Central 
Bodies  and  the  local  unions  affiliated  with  them  must  not  take  any 
part  in  the  futiure  in  these  fights  that  may  arise  over  jurisdiction. 
....  We  not  only  say  must,  but  you  are  ordered  by  this  conven- 
tion to  come  together."  * 

On  niunerous  occasions  the  executive  council  of  the 
Department  has  forced  local  councils  to  readmit  local 
unions  of  afiWated  national  unions,  which  had  been 
expelled  on  account  of  demarcation  disputes.' 

Before  the  establishment  of  the  Department,  local 
councils  frequently  admitted  to  membership  local  unions 
which  were  independent  of  any  national  union  and  local 
unions  affiliated  with  national  unions  which  were  rivals 
of  recognized  national  unions.  Countenance  and 
encouragement  were  thus  given  to  the  formation  of 
independent  and  "  dual "  organizations.     In  the  build- 

>  ProceedinffB  of  tbe  Buflding  Trades  Department,  1909,  p.  36. 
*  n>id..  1908,  p.  68.  •  n>id,  pp.  9,  16. 
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ing  trades,  because  of  the  local  character  of  the  industry, 
such  independent  and  "  dual  "  unions  have  been  easily 
formed  and  in  some  cases  have  flourished  for  many 
years.  The  executive  council  of  the  Department 
decided  in  1908  that  local  councils  might  admit  to 
membership  local  unions  of  national  unions  not  affil- 
iated with  the  Department,  but  only  if  the  "  claims 
of  jurisdiction  in  no  way  conflicted  with  the  locals  of 
any  affiliated  union  "  and  this  decision  was  aflmned 
by  the  convention.*  In  1909,  the  Newark  Building 
Trades  Council  was  forced  to  imseat  the  del^ates 
of  "  dual "  unions  of  Tile  Layers  and  Hod  Carriers. 
In  the  same  year  the  president  of  the  Department 
reported  that  the  niunber  of  independent  unions  of 
Hod  Carriers  was  so  large  that  the  national  union  should 
be  reorganized  under  the  auspices  of  the  Department, 
and  this  was  finally  accomplished  in  1910.*  A  year 
later  local  councils  were  ordered  to  unseat  delegates 
of  the  "  dual  "  local  unions  of  Electrical  Workers.* 

The  national  imions  in  the  building  trades  have  not 
attempted  to  bring  the  local  councils  under  control 
to  any  considerable  extent  except  with  reference  to  the 
admission  and  exclusion  of  local  unions.  It  was  pro- 
vided in  1899  that  local  unions  when  making  a  demand 
for  an  increase  of  wages  or  a  reduction  of  hours  must 
secure  the  approval  of  their  national  unions  as  well 
as  of  the  coimcil.  But  the  constitution  of  the  Depart- 
ment from  the  outset  has  set  forth  that  no  local  union 
affiliated  with  a  council  may  strike  without  the  consent 
of  the  council.  Moreover,  not  only  have  the  national 
xmions  been  content  to  permit  the  local  councils  to 

>  ProoeediD£8  of  the  Buflding  Trades  DeiMtrtment,  1008,  p.  35;  Ibid.,  1900, 
p.  124. 

•  Ibid..  1000.  pp.  65-70;   1010,  pp.  30-32. 

•  Ibid..  1010.  p.  00. 
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order  sympathetic  strikes,  but  in  order  to  facilitate 
such  strikes  provision  has  been  made  since  1909  in 
the  constitution  of  the  Department  that  local  unions 
must  not  enter  into  agreements  which  will  prevent 
their  "  giving  each  other  prompt  and  effective  assis- 
tance or  their  combining  for  imited  action  and  material 
support."  ^  Where  councils  have  ordered  local  unions 
to  strike  and  expelled  them  for  failure  to  do  so,  the 
Department  has  refused  to  require  their  reinstatement.* 
The  willingness  of  the  national  unions  in  the  building 
trades  to  allow  local  councils  to  order  out  the  members 
of  local  xmions  on  strike  is  explicable  by  the  fact  that 
the  trade  unions  in  the  building  trades  are  far  less 
centralized  than  in  most  other  trades. 

The  Department  has  not  been  able  as  yet  to  enforce 
effectively  even  those  of  its  rules  relating  to  jurisdic- 
tional disputes  and  independent  imions.  The  control 
of  the  councils  by  the  Department  is  accomplished, 
to  the  extent  that  it  is  accomplished,  by  pressure  on 
the  local  unions  exerted  through  the  national  unions 
with  which  they  are  aflBliated.  If  a  local  council 
refuses  to  obey  the  rules  of  the  Department,  and  its 
charter  is  revoked,  a  part  or  all  of  the  local  imions  may 
form  an  independent  council.  The  national  imions 
cannot  be  uniformly  depended  upon  in  such  cases  to 
prevent  their  local  unions  from  joining  such  independent 
councils.  The  officers  of  the  Department  have  pro- 
ceeded with  great  caution  in  enforcing  the  rules  in 
order  to  avoid,  as  far  as  possible,  the  formation  of 
"  dual "  councils.  In  his  report  to  the  convention 
of  the  Building  Trades  Department  in  1911,  President 
Short  said: 

1  ProoeedinisB  of  the  Buflding  Trades  Department,  1900,  p,  64. 
*  Ibid.,  p.  38. 
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''  In  the  case  of  local  councils  who  saw  fit  to  disobey  the  mandates  ^ 
of  the  St.  Louis  Convention,  they  were  refused  any  fiuther  recogni- 
tion by  the  Department  in  so  far  as  information  or  the  obtaining 
of  supplies,  etc.,  was  concerned,  and  charters  in  various  centers 
would  have  been  revoked  had  it  not  been  for  the  fact  that  it  would 
have  worked  serious  injury  to  innocent  parties,  by  that  I  mean 
organizations  who  were  loyal  to  the  Department.  It  would  have 
been  necessary,  had  charters  been  revoked,  to  immediately  proceed 
to  (N'ganize  new  councils,  with  the  absolute  certainty  that  some 
of  the  organizations  would  have  continued  in  the  old  coimcil,  thus 
dividing  the  strength  of  the  Building  Mechanics  in  such  centers 
as  new  councils  were  instituted.  As  witnessed  in  the  case  of  the 
St.  Louis  Building  Trades,  where  we  have  organized  a  new  coimcil 
under  the  laws  of  the  Department  and  there  still  remains  a  portion 
of  the  old  council  who  refuse  to  obey  the  laws  of  the  Department."  * 

Obviously  the  control  exercised  by  the  Department 
over  the  local  councils  can  never  be  effective  until  the 
national  unions  are  willing  and  able  to  force  their  local 
unions  to  refrain  from  opposing  the  councils  established 
by  the  Department.  This  result  is  not  likely  to  be 
accomplished  in  the  near  future.  In  the  first  place, 
the  national  imions  in  the  building  trades  have  rela- 
tively decentralized  governments  and  correspondingly 
small  power  over  their  local  unions.  Secondly,  the 
national  unions  are  not  infrequently  reluctant  to  abide 
by  particular  rules  of  the  Department  altho  they  favor 
the  exercise  of  power  in  that  field  by  the  Department. 

In  the  period  since  1897,  then,  the  national  union 
has  retained  and  made  more  secure  its  control  of  the 
national  federation;  it  has  limited  in  important  re- 
spects the  powers  of  the  city  federations;  and  finally, 
it  has  taken  the  first  tentative  steps  in  the  control  of 
the  allied  trades  councils.  In  no  other  period  of 
American  trade-union  history  has  the  dominance  of 

1  Tbe  "  mandatiw  **  here  referred  to  were  the  dedeions  by  the  oonTention  of  1011 
that  local  councils  should  expel  the  delegates  of  local  unions  of  Carpenters  and  Steam 
Fitters,  since  these  national  unions  had  refused  to  accept  the  rulings  of  the  Department 
with  reference  to  their  JuzisdieUonal  dalms. 

s  Proceedings  of  the  Building  Trades  Department.  1011,  p.  30. 
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one  of  the  f onns  of  trade-union  grouping  been  so 
clearly  the  ruling  principle  in  the  structure  of  Ameri- 
can labor  organization.  The  complete  subordination 
of  the  city  federations  and  of  the  allied  trades  councils 
is  probable,  since  the  increasing  centralization  of  the 
larger  and  more  powerful  national  unions  leads  them 
more  and  more  to  oppose  any  interference  by  local 
organizations. 

GsoBGS  E.  Barnett. 
Johns  Hopkinb  Uniybbbitt. 
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SUMMARY 

Number  of  fanns  and  farm  area  of  the  South;  size  of  farms  in  North 
and  South,  482.  —  Value  of  the  southern  farm  contrasted  to  that  of  the 
North;  value  of  equipment,  483.  —  Tenancy  conditions  affected  by  the 
negro,  484.  —  Terminology  on  tenancy  different  in  South  from  that 
in  the  North,  485.  —  Percentage  of  tenancy  by  SUtes,  1880-1910; 
tenancy  and  colored  farmers  predominate  in  the  cotton  belt,  486.  — 
Negroes  gain  over  white  farmers  in  possession  of  farms,  487.  —  Changes 
in  proportion  of  cash  and  share  tenancy;  cash  and  share  tenancy  in 
relation  to  intensivity  of  cultivation,  488.  —  Tenancy  and  its  relation 
to  value  of  land,  490.  —  Relations  to  character  of  crops,  to  amount  of 
live  stock,  to  value  of  buildings,  491.  —  The  negro  tenant  in  the  white 
districts,  492.  —  The  "  Renters'  Union  of  America,"  494.  —  Length  of 
lease,  495.  —  Forces  which  will  counteract  tenancy,  496. 

To  the  south  of  Mason  and  Dixon's  line  are  sixteen 
states  which  constitute  that  portion  of  the  Union 
familiarly  referred  to  as  the  South.  Here  are,  then, 
one-third  of  the  states  of  the  country.  In  area  these 
states  fall  a  little  short  of  a  third  of  the  total  area, 
and  also  a  Uttle  short  of  a  third  of  the  area  of  improved 
land.  But  in  the  number  of  farms  the  proportion 
is  high,  being  49  per  cent  of  the  total  number  of  farms 
of  the  United  States.  This  means  that  the  average 
size  of  farms  in  the  South  is  much  smaller  than  in  the 
North.*  Before  the  war  the  reverse  of  this  was  true, 
but  at  the  present  time  the  average  size  of  the  southern 

1  This  paper  completes  the  series  by  the  present  writer  on  Tenancy  in  the  United 
States.  The  other  papers,  published  in  previous  issues  of  this  Journal,  have  been: 
"Tenancy  m  the  North  Central  States  "(August.  1911);  "Tenancy  in  the  North 
Atlantic  States'*  (November.  1011);  "Tenancy  in  the  Western  States'*  (February, 
1912). 

s  By  the  "  North,"  the  North  Atlantic.  Middle  Atlantic,  and  North  Central  SUtea 
■re  meant. 
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farm  is  114  acres,  while  the  average  of  the  northern 
farm  is  143  acres.  During  the  past  decade  the  average 
size  of  farms  in  the  North  has  increased  10  acres, 
while  in  the  South  it  has  decreased  24  acres.  This 
decrease  is  the  result  of  cutting  plantations  up  into 
smaller  farms,  which  in  a  very  great  many  cases  means 
tenant  farms.  A  similar  movement  toward  smaller 
farms  in  Texas  and  Oklahoma  does  not  mean  so  fre- 
quently an  increase  in  tenancy,  since  a  considerable 
immigration  from  other  states  brings  in  a  large  number 
of  land-owning  farmers. 

The  value  of  the  southern  farm  with  its  equipment 
is  well  below  the  average  for  the  country,  due  partly 
to  its  smaller  size,  but  also  to  the  lower  value  of  land 
per  acre,  the  lower  value  of  buildings,  and  the  smaller 
equipment  in  the  form  of  machinery  and  live  stock. 
For  example  the  average  value  of  land  in  the  South 
is  above  $30  per  acre  in  but  two  states,  while  in  five 
states  it  is  below  $15  per  acre.  In  the  North  Central 
States,  in  which  is  the  greatest  body  of  farm  land  in 
the  country,  we  find  in  contrast  but  one  state  in  which 
the  average  value  is  below  $30,  while  the  upper  limit 
is  almost  $95  for  Illinois.  The  average  for  the  South 
is  $16.72,  for  the  North  $46.26.  In  buildings  the  con- 
trast is  still  greater,  the  average  value  of  buildings 
for  each  acre  being  in  the  North  $10.93,  in  the  South 
$4.03.  In  implements  and  machinery  the  North  has 
an  investment  per  acre  two  and  one-half  times  as  great 
as  has  the  South;  in  live  stock  an  investment  about 
twice  as  great.  All  told  a  northern  farm  with  its 
equipment  is  valued  at  $9500;  a  southern  farm  at 
$2900.  It  is  to  be  noted,  however,  that  the  recent 
gains  in  value  are  more  rapid  in  the  South,  standing 
110.1  per  cent  during  the  past  decade  for  the  South, 
and  90.1  per  cent  for  the  North. 
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Thus  it  is  plain  that  the  farm  of  the  North  represents 
a  much  higher  investment  than  does  the  farm  of  the 
South.  It  has  been  shown  in  the  previous  articles 
of  this  series  that  with  comparatively  few  exceptions, 
a  high  rate  of  tenancy  is  found  in  connection  with 
land  high  in  price,  and  a  low  rate  where  land  is  low  in 
price.  Since  land  is  decidedly  higher  in  price  in  the 
North  than  in  the  South,  and  since  the  rate  of  tenancy 
in  the  South  is  nevertheless  nearly  twice  as  great  as 
in  the  North,  there  must  be  some  influence  at  work 
other  than  the  value  of  land.  But  it  was  also  shown 
in  the  articles  above  referred  to  that  a  considerable 
number  of  forces  were  at  work  in  determining  the 
proportion  of  tenancy;  only  if  other  things  are  equal, 
do  the  value  of  land  and  the  rate  of  tenancy  appear 
to  bear  a  close  relationship.  In  the  South  the  greatest 
factor  in  the  tenancy  problem  is  the  negro,  and  in 
proportion  to  the  nimibers  of  negroes  the  rate  of  tenancy 
rises  and  falls.  Along  with  this  primary  factor,  how- 
ever, the  other  factors  seem  to  bring  about  in  the  South 
the  same  relative  results  as  in  the  North. 

The  war  left  the  southern  planter  with  no  reliable 
farm  labor.  The  negroes  were  at  hand,  but  authority 
could  no  longer  be  exercised  over  them,  and  the  pay- 
ment of  wages  proved  to  be  too  weak  in  its  appeal 
to  induce  them  to  refill  the  places  which  they  had  just 
vacated.  The  economic  reconstruction  of  the  South 
involved  the  development  of  a  system  of  farming  for 
which  there  were  no  precedents,  at  least  none  in 
America;  for  it  meant  the  use,  in  some  manner,  of  a 
million  farm  hands  to  be  employed  in  a  way  to  which 
they  were  not  accustomed.  It  meant  that  half  a 
million  planters  who  had  lost  most  of  their  property 
were  compelled,  as  the  possessors  of  the  plantations, 
to  make  a  bargain  with  the  freedmen  on  such  terms 
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that  both  parties  would  find  it  tolerable  to  proceed 
with  the  work  of  tilling  the  soil.  Information  on  the 
early  experiments  is  meager,  but  it  is  stated  on  good 
authority  that  the  first  attempt  was  on  the  basis  of 
wages.  This  was  not  satisfactory  and  it  became 
necessary  to  put  responsibility  of  a  more  tangible 
sort  upon  the  negro.  The  responsibility  took  the  form 
of  an  interest  in  the  crop.  By  this  means  it  became 
possible  to  postpone  his  reward,  in  large  part,  to  the 
time  of  harvest.  In  other  words,  the  negro  became  a 
tenant  of  the  planter;  but  not  a  tenant  in  the  same 
sense  as  that  implied  by  the  term  in  the  North. 

The  terminology  relating  to  tenancy  in  the  South 
requires  special  attention.  In  the  North  we  speak 
mainly  of  two  classes  of  tenants,  —  cash  and  share. 
The  same  words  are  in  use  in  the  South,  but  by  cash 
is  meant  not  alone  a  money  payment,  but  any  form  of 
fixed  payment.  For  example  cash  rent  in  the  cotton 
district  ordinarily  means  the  delivery  at  the  end  of  the 
season  of  a  specified  quantity  of  cotton.  Hence  if  the 
landlord  receive  fifty  or  one  hundred  pounds  of  cotton 
for  each  acre  as  the  payment,  he  is  secure  so  far  as  re- 
turns in  cotton  are  concerned,  tho  he  runs  the  risk  of 
what  it  will  be  worth  per  pound.  The  tenant  views 
the  payment  as  cash  in  the  sense  that  it  is  a  stipulated 
fixed  payment  beyond  which  the  whole  remaining 
portion  of  the  crop  is  his.  Another  form  of  cash  rent 
is  where  a  stipulated  amount  of  labor  is  to  be  performed 
by  the  tenant  under  the  direction  of  the  landlord  as 
agreed  upon.  These  "  cash  "  tenants,  whether  paying 
in  money,  in  product,  or  in  labor,  are  known  as  "  ren- 
ters," or  "  standing  renters  "  in  distinction  from  the 
"  croppers  "  or  the  "  halvers  "  who  work  the  land  on 
shares.  The  share  tenants  are  of  two  main  classes. 
First,  those  who  furnish  little  or  nothing  in  the  way 
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of  equipment  and  who  get  a  proportionally  smaller 
share  of  the  crops,  usually  half.  Second,  those  who 
furnish  a  considerable  part  of  the  equipment,  usually 
including  one  or  two  mules,  and  who  therefore  receive 
a  larger  share,  as  two-thirds,  or  three-fourths,  of  the 
crop.  There  is  a  well-defined  caste  system  among  the 
tenants.  The  lowest  class  is  represented  by  those  who 
furnish  little  equipment  and  receive  half,  or  less,  of  the 
crop;  above  this  comes  the  group  whose  independence 
is  measured  by  the  possession  of  a  mule  and  a  plow 
and  the  means  of  subsistence  till  harvest  time;  the 
highest  class  consists  of  those  who  can  be  trusted  to 
deliver  a  certain  quantity  of  crop  or  possibly  a  sum 
of  money,  and  who  are  by  that  fact  emancipated  in 
the  main  from  the  directing  authority  of  the  landlord. 
The  percentages  of  tenancy  for  each  of  the  sixteen 
southern  states  for  the  past  four  census  dates  are  shown 
in  the  table:  — 

Per  cent  of  Tenancy,  1880-1910 

1910  1900  1890  1880 

Delaware     41.9  60.3  46.9  42.4 

Maryland    29.5  33.6  31.0  30.9 

Virginia 26.5  30.7  26.9  29.5 

West  Virginia    20.5  21.8  17.7  19.1 

North  Carolina 42.3  41.4  34.1  33.5 

South  Carolina   63.0  61.1  55.3  50.3 

Georgia 65.6  59.9  53.6  44.9 

Florida  26.7  26.5  23.6  30.9 

Kentucky 33.9  32.8  25.0  26.5 

Tennessee 41.1  40.6  30.8  34.5 

Alabama    60.2  57.7  48.6  46.8 

Mississippi     66.1  62.4  52.8  43.8 

Arkansas    50.0  45.4  32.1  30.9 

Louisiana 55.3  68.0  44.4  35.2 

Oklahoma 54.8  43.8 

Texas     52.6  49.7  41.9  37.6 

It  will  be  noticed  that  there  has  been  for  the  thirty 
year  period  an  increase  in  tenancy  in  all  but  four  states, 
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Delaware,  Maryland,  Virginia,  and  Florida.  Likewise 
in  Kentucky,  and  Tennessee  there  has  been  no  pro* 
nounced  increase  in  the  proportion  of  tenancy  during 
the  period.  During  the  past  decade,  there  has  been 
in  the  four  states  furthest  north  (Delaware,  Maryland, 
Virginia,  and  West  Virginia)  a  decided  decrease  in  the 
proportion  of  tenancy.  These  four  states  thus  have 
come  to  be  in  a  class  with  the  North  Atlantic  states, 
so  far  as  changes  in  this  regard  are  concerned.  As 
in  the  North  Atlantic  states,  the  character  of  the  farm- 
ing is  miscellaneous;  there  are  many  fruit  and  vegetable 
farms;  the  land  is  not  extremely  high  in  price;  withal 
it  does  not  lend  itself  especially  well  to  a  landlord- 
tenant  system.  It  is  to  the  south  of  these  states  that 
tenancy  is  high.  Between  Virginia  and  the  great 
cotton-growing  states  lie  North  Carolina  and  Ten- 
nessee, both  of  which  have,  for  the  South,  but  a  moder- 
ate amount  of  tenancy.  Beyond,  there  are  four  with 
upwards  of  60  per  cent  of  their  farms  in  the  hands  of 
tenants,  and  four  more,  all  to  the  west  of  the  Missis- 
sippi, with  over  half  of  their  farms  rented.  Taking 
this  row  of  states  from  South  Carohna  to  Texas,  with 
Arkansas  and  Oklahoma  to  the  north,  about  three 
farms  out  of  every  five  are  operated  by  tenants,  — 
a  proportion  far  beyond  that  of  any  other  group  of 
states  in  the  country. 

In  the  same  group  of  states  is  to  be  found  the  great 
proportion  of  the  colored  farmers.  That  the  negro 
farmers  are,  in  the  majority  of  cases,  tenants,  is  a  matter 
of  common  information.  That  they  are  gaining  in 
land  ownership,  while  the  white  farmers  are  losing, 
may  not  be  so  generally  known.  Such,  however, 
is  the  case.  Unfortunately  the  Census  Bureau  did  not 
collect  farm  data  concerning  the  colored  race  as  such 
until  1900,  thus  giving  but  one  decade  on  which  to 
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base  comparisons.  The  fact,  nevertheless,  of  so  much 
land  ownership  by  the  negroes  in  1900  is  conclusive 
proof  of  great,  even  rapid,  advancement  in  this  respect; 
since  but  thirty-five  years  earlier  they  had  owned 
substantially  no  land. 

The  main  facts  of  ownership  and  tenancy  of  both 
white  and  colored  farmers  for  1900  and  1910  are  as 
follows:  — 

NUMBBB  OF  OWNBD  AND  OF  ReNTBD  FaBMS  IN  THE 

South,  1910  and  1900 

Owned  farms.     1910 1,664,687 

1900 1,387,094 

Per  cent  increase  12.1 

Tenant  farms.    1910 1,636,668 

1900 1,231,028 

Per  cent  increase     24.8 


Fabmb  Opbsated  bt  Wbitb  Fabmbbb 


Total  Ownen 

1910  . . .  2,207,167        1,336,690 
1900...  1,879,489        1,199,832 


Tananti 
Gaah  Shan 


Per  cent  increase.  17.4 


11.4 


227,617 

186,986    491,662 

21.6       29.9 


Farms  Operatbd  bt  Colored  Fabmbbb 

Tteanta 
Total  Ownen  Gash  Share 

1910 890,163        218,997        286,931        384,638 

1900 740,663        188,262        271,692        280,699 

Per  cent  increase 20.2  16.3  6.2  37 


Per  gent  DismiBtiTiON  of  Fabmb  bt  Color  and  Tenxtrb 


Writb  Faxicbbs 

COLOXBD  FABlOBfl 

Total 

Ownen 

Tenants 

Total 

Ownen 

Tenants 

Year 

Caah 

Share 

Caah 

Share 

1910 
1900 

100 
100 

60.6 
63.8 

10.3 
10.1 

29.2 
26.1 

100 
100 

24.6 
26.4 

32.1 
36.6 

43.4 
38.0 
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It  will  be  seen  that  the  negroes  have  gained  possession 
of  farms  at  an  appreciably  more  rapid  rate  than  have 
the  white  farmers.  Worthy  of  special  mention  is  the 
fact  that  the  increase  in  the  number  of  farms  owned  by 
n^roes  has  been  about  60  per  cent  greater  than  the 
increase  in  farms  owned  by  white  people.  The  increase 
in  tenant  farms  has  been  greater  for  both  races  than 
the  increase  in  owned  farms;  but  again  the  colored 
race  makes  the  better  showing.  In  1900,  74.6  per  cent 
of  the  colored  farmers  were  tenants;  in  1910  the  per- 
centage was  75.3.  Of  the  white  farmers  36.1  per  cent 
were  tenants  in  1900;  while  the  percentage  was  39.2 
in  1910. 

The  proportion  of  cash  and  share  tenancy  has  changed 
materially  during  the  past  census  decade.  For  the  two 
decades  preceding  cash  tenancy  increased  more  rapidly 
than  share  tenancy;  during  the  1900-10  decade  the 
proportion  of  share  tenancy  made  a  considerable  gain, 
while  that  of  cash  tenancy  decreased.  Among  white 
tenants  the  change  was  not  pronounced,  but  among 
colored  tenants  it  was.  In  1900  out  of  every  100 
negro  tenants  61  rented  on  shares,  while  57  rented 
on  that  basis  in  1910.^ 

For  some  years  a  principle  in  agricultural  economics 
which  has  received  prominent  attention  is  the  theory 
of  cash  and  share  rent  in  relation  to  the  intensivity  of 
cultivation.  It  is  proved  that  a  cash  tenant  will 
cultivate  more  thoroughly,  —  on  the  basis,  of  course, 
of  similar  conditions.  The  situation  in  the  South  is 
such  that  the  principle  seems  to  be  contradicted.  For 
example,  in  the  South  Atlantic  States  the  share  tenants 
grow  four  bushels  more  of  com  per  acre  than  do  cash 

1  Mr.  R.  P.  BrookB.  in  an  excellent  artiele  in  the  Politicel  Science  Quarterly,  roL  26. 
makee  the  statement  that  the  cash  tenancy  «y*tem  is  on  the  increase  in  Georgia.  Thia 
was  true  from  1880  to  1000.  For  the  last  decade  the  iiroportion  of  cash  tenancy 
decreased  a  Uttle. 
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tenants^  while  in  the  North  the  cash  tenants  conform 
to  the  doctrine  of  the  economists  and  produce  appre- 
ciably more  than  the  share  tenants.  In  cotton  jrields 
the  case  is  unmistakeable;  the  share  tenant  produces 
more  than  the  cash  tenant.  The  explanation  is  not 
far  to  seek.  In  the  North  the  tenant  follows  largely 
his  own  plans  and  impulses.  In  the  South  the  share 
tenant  is  supervised  minutely,  doing  the  farm  work 
as  prescribed  by  the  landlord,  while  the  cash  tenant 
is  left  much  more  to  his  own  devices.  Hence  the  share 
tenant  does  better  farming  than  his  own  judgment 
would  prompt  him  to  do;  the  cash  tenant  does 
poorer  farming  thaii  his  best  economic  interests  would 
suggest. 

The  relation  of  the  value  of  land  to  tenancy  in  the 
South,  as  elsewhere,  is  a  vital  one.  It  may  be  viewed 
in  two  ways:  first,  that  of  the  average  value  per  acre 
of  all  owned  land  as  compared  to  the  average  value 
of  all  tenant  land.  The  second  viewpoint  is  that  of 
counties  in  which  land  is  high  in  price  in  comparison 
with  counties  in  which  the  price  is  low.  It  is  by  coun- 
ties rather  than  by  states  that  conditions  sufiiciently 
similar  to  be  comparable  are  foimd.  In  state  after 
state,  the  land  held  by  the  tenants  is  higher  in  price, 
usually  much  higher,  than  is  the  owned  land.  The 
difference  in  the  leading  cotton  states  in  this  respect 
is  from  16  per  cent  in  South  Carolina  to  00  per  cent 
in  Texas.  In  Virginia,  where  there  are  many  kinds 
of  agricultural  undertakings  in  evidence,  but  with  no 
one  crop  by  which  a  great  portion  of  the  farm  area 
can  be  exploited,  and  where  ownership  is  increasing, 
the  value  of  owned  land  is  above  that  of  tenant  land 
by  about  10  per  cent.  In  Florida  also  the  situation  is 
reversed,  owing  to  the  high  values  of  fruit  and  truck 
farms,  which  are  mainly  operated  by  owners. 
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The  above  comparison  is  made  by  taking  the  owned 
and  the  tenant  land,  with  no  regard  as  to  the  district 
in  which  it  may  lie.  Quite  another  viewpoint  is  gained 
by  selecting  a  considerable  area  within  which  com- 
paratively good  land  predominates,  and  a  similar 
area  where  cheap  land  predominates.  Comparisons 
as  to  tenure  may  then  be  tried.  No  results  appreciably 
different,  however,  are  obtained.  The  conclusion  is 
that  the  same  forces  are  at  work  whether  the  farms 
high  in  price  are  intermingled  with  thodis  low  in  price, 
or  whether  they  are  separated.  In  the  ten  coimties 
having  the  highest  priced  land  of  Georgia  the  percen- 
tage of  tenancy  is  71.3  as  compared  to  65.6  per  cent 
for  the  state.  In  Texas,  the  ten  counties  with  land 
highest  in  price  show  63.3  per  cent  of  tenancy  as  com- 
pared to  52.6  per  cent  for  the  state.  In  North  Carohna 
60  per  cent  against  42.3.  The  counties  with  the  low 
prices  of  land  are  in  nearly  all  cases  below  the  average 
in  tenancy.  The  exceptions  to  this  general  rule  are, 
as  appears  elsewhere,  the  instances  of  special  crop 
production,  such  as  fruit,  where  the  land  is  above  the 
average  in  value,  but  where  tenants  are  relatively 
few. 

The  relation  of  tenancy  to  the  character  of  the  crop 
grown  is  close.  Here  as  elsewhere  the  tenant  grows 
mainly  the  money  crops  which  can  be  planted  and 
harvested  within  a  single  season.  The  most  con- 
spicuous of  such  crops  in  the  South  is  cotton,  60  per 
cent  of  which  is  grown  by  the  tenants.  Tobacco  is 
another  crop  popular  among  tenants,  altho  they  pro- 
duce only  about  their  proportional  share.  The  great 
contrast  between  the  farming  done  by  tenants  and  that 
done  by  owners  is  seen  in  the  figures  for  live  stock,  the 
crops  fed  to  hve  stock,  and  in  the  value  of  buildings  and 
machinery.     The  situation  is  about  the  same  through- 
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out.  The  tenant  grows  much  less  than  his  proportional 
share  of  com  and  oats,  and  about  half  his  proportional 
share  of  hay  and  other  forage  crops,  and  he  owns  less 
than  half  his  proportion  of  the  live  stock. 

In  buildings  the  tenant  is  still  further  short,  having 
hardly  more  than  one-fourth  the  value  of  such  equip- 
ment as  is  found  on  the  farms  of  owners.  In  machmery 
the  proportion  is  not  quite  so  low  as  in  buildings.  In 
the  North  the  tenant  farm  does  not  differ  greatly 
from  the  owned  farm  in  size,  while  in  the  South  it  is 
decidedly  smaller.  In  the  cotton  states  the  tenant 
farm  is  but  about  one-third  as  large  as  the  owned  farm; 
in  the  other  southern  states  approximately  half  as  large. 
It  is  plain  that  the  southern  tenant  has  imder  his  charge 
very  much  less  property  than  has  the  northern  tenant. 
In  the  North  the  tenant  manages  not  far  from  nine 
thousand  dollars'  worth  of  land  and  equipment.  In 
the  South  he  has  the  management,  with  much  less 
independence,  of  a  farm  with  its  equipment  worth 
not  over  one-fifth  as  much.  The  northern  tenant  is 
substantially  an  independent  farmer;  the  southern 
tenant  is  not. 

The  Census  Bureau  in  1900  made  a  very  interesting 
study  of  negro  tenancy  for  selected  counties,  taking  for 
certain  states  the  fifteen  counties  with  the  largest  pro- 
portion of  colored  farmers,  and  the  fifteen  counties 
with  the  smallest  proportion.  It  was  found  that 
umnistakably  the  proportion  of  owned  farms  was 
higher  where  the  negroes  were  few  than  where  they  were 
many.  The  conclusion  was  that  "  the  negro,  at  least, 
makes  the  better  progress  the  more  closely  he  is  asso- 
ciated with  the  white  man  and  the  more  he  is  enabled 
to  see  in  the  example  of  the  white  man  an  incentive 
for  becoming  a  landowner.  Take  away  this  example 
by  segregating  the  colored  man  from  the  white,  as  in 
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the  black  belt  of  the  South,  repeat  Haiti  in  a  lesser 
degree,  and  some  of  the  Haitian  conditions  are  repro- 
duced." *  A  similar  study  of  the  1910  data  for  four 
of  these  states,  Georgia,  Alabama,  Mississippi,  and 
Texas,  fails  to  reveal  a  further  development  in  the 
direction  indicated  by  the  investigation  of  1900.  In 
the  blackest  counties  there  was,  it  is  true,  a  decrease 
in  the  percentage  of  negro  owners,  likewise  of  white 
owners.  But  unfortunately  for  the  theory  that  negroes 
scattered  among  whites  would  be  inspired  to  greater 
efforts  and  greater  achievements,  the  negro  owners 
under  these  conditions  also  decreased.  They  decreased 
at  even  a  greater  rate  than  in  the  black  belt,  as  may  be 
seen  in  the  table:  — 

Per  cent  of  Farms  of  Spbcifibd  Tenures,  Operated  bt  White  and 

Neoro  Farmers,  1910  and  1900  in  selected  Counties  of 

Alabama,  Georgia,  Mississippi,  and  Texas 

(a)  In  16  counties  in  each  State  with  largest  per  cent  of 


Negro  Fanners 

Stote 

Farmi 

1  operated  by  white 

Date 

Owners 

Tenants 

Owners 

Tenants 

.      1910 

59.2 

40.8 

8.8 

91.2 

1900 

61.2 

38.8 

8.5 

91.5 

Texas    

.     1910 

57.5 

42.5 

28.3 

71.7 

1900 

60.9 

39.1 

28.9 

71.1 

Georgia 

.     1910 

56.5 

43.5 

14.6 

85.4 

1900 

59.5 

40.5 

17.4 

82.6 

Mississippi   . 

.     1910 

50.2 

49.8 

7.2 

92.8 

1900 

58.7 

41.3 

8.1 

91.9 

(b)  Inl5  cauntiee 

in  each  state  with  smallest  per  cent 

of  Negro  Fanners 

Alabama 

.     1910 

59.2 

40,8 

32.2 

67.8 

1900 

64.8 

35.2 

39.2 

60.8 

Texas     

.     1910 

51.3 

48.7 

20.6 

79.4 

1900 

57.1 

42.9 

33.3 

66.7 

Georgia    

.     1910 

54.8 

45.2 

24.5 

75.5 

1900 

59.4 

40.6 

27.3 

72.7 

Mississippi  . . 

.     1910 

61.7 

38.3 

31.7 

68.3 

1900 

70.0 

30.0 

38.6 

61.4 

>  Twelfth  Census,  vol.  ▼,  p.  xiL 
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On  very  few  occasions  have  renters  in  any  part  of  the 
United  States  acted  in  a  concerted  manner  on  economic 
problems.  There  have  seldom  been  any  recognized 
tenant  issues.  In  the  state  of  Texas,  however,  a  Uttle 
over  a  year  ago  an  organization  of  tenants  was  formed 
for  the  purpose  of  bettering  the  conditions  of  renting 
land,  and  if  possible,  doing  away  with  it.  The  organiza- 
tion is  called  the  "  Renters'  Union  of  America."  The 
resolutions  passed  at  a  meeting  of  this  body  savor 
strongly  of  single  tax  doctrine.  This  is  interesting, 
especially  in  that  it  recognizes  the  undoubted  fact 
that  speculation  and  tenancy  are  intimately  related. 
When  men  buy  land  with  a  view  to  sale  at  a  higher 
figure  within  a  comparatively  few  years,  even  tho  the 
income  in  the  form  of  rent  be  of  secondary  consideration, 
a  large  portion  of  such  land  will  be  for  rent.  Except 
in  a  new  coimtry  it  is  seldom  profitable  to  hold  land 
out  of  use  while  waiting  for  a  rise  in  price.  Therefore, 
the  land  of  the  speculator  is  for  rent',  and  in  the  larger 
share  of  instances  such  a  landlord  prefers  to  rent  for 
cash,  and  worries  very  little  about  the  welfare  of  the 
farm  or  of  the  tenant.  Against  these  conditions  the 
"  Renters'  Union  of  America  "  passed  a  series  of  long 
and  drastic  resolutions,  among  which  was  one  favoring 
a  tax  "  to  the  limit  on  all  land  held  for  speculation 
or  exploitation."  They  declared  that  "  use  and  occu- 
pancy "  was  the  only  just  basis  for  title  to  land. 

At  the  meeting  in  1911,  the  Union  took  a  stand 
against  cash  rent  altogether  and  voted  that  share  rent 
should  not  exceed  one-third  of  the  crop  in  grain,  or 
one-fourth  in  cotton.  At  the  1912  meeting,  however, 
this  action  was  rescinded  and  the  matter  left  to  the 
discretion  of  the  county  organizations.  The  success 
of  a  tenant  movement  in  the  South  will  find  its  greatest 
obstacle  in  the  high  proportion  of  negro  tenants,  who 
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are  not  capable  of  effective  organization.  Where  the 
majority  of  the  farmers  of  a  state  are  tenants  and  at 
the  same  time  voters,  it  would  seem  possible  that  politi- 
cal action  might  be  taken  by  which  the  speculative 
value  of  land  would  be  reduced.  That  this  would 
reduce  rents  is  another  question,  tho  it  might  result 
in  larger  ownership  of  land  by  farmers. 

Unquestionably,  the  greatest  evils  of  tenancy  center 
about  the  fact  of  frequent,  almost  constant,  moving 
from  farm  to  farm.  In  the  South  about  half  the  tenants 
move  every  year.  The  average  period  of  occupancy 
by  tenants  is  therefore  but  a  very  few  years.  In  the 
North  the  same  condition  predominates,  tho  not  in  a 
form  so  exaggerated.  Home  and  neighborhood  ties, 
interest  in  schools,  in  organizations,  or  in  any  com- 
mimity  affairs  can  hardly  be  expected  of  people  who 
are  ahnost  destined  to  sever  their  connections  with  a 
given  community  and  move  to  another  within  a  year 
or  two.  For  these  undesirable  conditions  a  favorite 
remedy  is  the  long  lease.  No  doubt  the  longer  lease 
would  carry  with  it  certain  desirable  results.  It  is, 
however,  not  easy  to  comprehend  how  the  long  lease 
is  to  be  put  into  effect  where  landowners  stand  ever 
ready  to  sell  their  land.  Again,  if  landlord  and  tenant 
cannot  agree  to  continue  from  year  to  year  the  arrange- 
ments of  a  short  lease,  it  is  questionable  whether  or 
not  they  would  be  able  to  enter  into  an  agreement 
for  five  or  eight  years  and  carry  out  the  contract  in  a 
way  satisfactory  to  both.  England  is  pointed  out 
frequently  as  the  splendid  example  of  the  land  of  the 
long  lease.  It  is  true  that  the  tenure  of  the  tenant  is 
usually  secure;  but,  contrary  to  the  prevalent  notion, 
the  lease  is  in  most  instances  a  short  one.  The  landlord 
finds  a  suitable  tenant  and  keeps  him  almost  indef- 
initely, —  often  a  lifetime.     But  in  England  very  httle 


Digitized  by  VjOOQ IC 


496  QUARTERLY  JOURNAL  OF  ECONOMICS 

land  is  for  sale,  and  few  tenants  hope  to  become  land- 
owners. In  America  the  greater  number  of  farms  are 
for  sale,  and  the  majority  of  tenants  acquire  land 
ownership  sooner  or  later.  During  this  stage  of  fre- 
quent sales  of  farms,  the  long  lease  will  not  be  viewed 
with  favor  by  the  landowner.  Neither  must  it  be 
taken  for  granted  that  the  tenant  will  always  take 
kindly  to  the  longer  contract. 

An  impoverished  soil  and  an  impoverished  people 
will  result  from  a  continuation  of  the  present  unstable 
conditions  in  the  matter  of  tenancy.  There  are,  no 
doubt,  counteracting  forces.  A  slackening  in  the 
advance  in  land  values  will  make  for  stability  in  owner- 
ship and  a  better  landowner  class.  Education  con- 
cerning the  nature  of  soil  and  crops  will  improve  the 
tenants  as  well  as  other  farmers.  Better  organizations 
through  which  to  effect  the  marketing  of  farm  products 
will  encourage  farmers,  including  the  tenant.  A  better 
system  of  farm  credit  will  make  the  acquisition  of  land 
easier.  This  seems  to  be  the  effect  in  Europe,  notwith- 
standing the  tendency  of  better  credit  to  raise  the  prices 
of  land.  Better  schools  and  better  roads,  —  in  fact, 
better  rural  conditions  of  every  sort,  —  will  stimulate 
a  desire  to  own  land  and  keep  the  farm  people  on 
the  farms.  The  need  for  a  plan  by  which  the  yotmg 
farmer  can  become  a  landowner,  and  also  a  plan  imder 
which  the  tenant  system  can  be  made  tolerable,  are 
beyond  doubt  among  the  greatest  needs  of  American 
agriculture,  and  especially  of  the  South.  No  ready 
made  program  suggests  itself;  the  remedy  will  un- 
doubtedly be  one  of  many  ingredients.  Thus  far  we 
are  just  beginning  to  gain  a  sufficient  knowledge  of  the 
case  to  admit  an  intelligent  diagnosis. 

Benjamin  H.  Hibbard. 

Uniyxbsitt  of  Wisconsin. 


Digitized  by  VjOOQ IC 


THE  ECONOMIC  POSSIBILITIES  OF 
CONSERVATION 

SUMMARY 

GoDservation  distinguished  from  the  oonservaUon  movement,  497.  — 
The  relation  between  utilization  and  exhaustion,  499.  —  Economic 
conditions  which  determine  the  rate  of  exhaustion  when  resources  are 
controlled  by  individuals,  603.  —  The  connection  between  the  condi- 
tions which  result  in  economical  utilization  by  individuals  and  those 
determining  the  aggregate  depletion  of  natural  resources,  509.  —  The 
costs  of  conservation,  512.  —  The  absolute  limits  of  conservation,  515. 
—  Conclusions  as  to  conservation  policy,  518. 


It  is  not  safe,  without  some  preliminary  definition, 
to  attempt  a  scientific  consideration  of  a  concept  which 
is  chiefly  a  product  of  popular  discussion.  In  America 
the  idea  of  conservation  has  developed  from  a  general 
recognition  of  rapidly  increasing  scarcity  of  natural 
resources.  The  westward  expansion  of  the  cotton  and 
wheat  industries,  with  the  attendant  exploitative 
methods  of  production,  has  been  checked  by  the  attain- 
ment of  the  ultimate  frontier.  The  nation  has  reached 
the  point  where  it  is  possible  to  make  a  rough  inventory 
of  its  mineral  resources.  Scientific  estimates  have 
caused  a  rude  awakening  from  the  dreams  of  vast 
undiscovered  treasures  which  influenced  the  national 
outlook  until  recent  times.  The  popularity  of  the  idea 
of  conservation,  however,  has  resulted  in  the  extension 
of  the  idea  and  terminology  of  the  conservation  move- 
ment, to  many  new  fields;  and  the  essential  issues  have 
been  beclouded  by  the  multiplication  of  phrases  such  as 
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"  conservation  of  the  home,"  "  conservation  of  labor," 
and  "  conservation  of  health." 

It  is  desirable  to  confine  the  idea  of  conservation  to 
its  original  application  to  natural  resources.  Even  in 
this  sense  the  concept  as  developed  in  the  conservation 
movement  comprises  several  distinct  purposes,  which 
are  not  clearly  separated  in  the  popular  mind.  In  the 
first  place,  it  expresses  a  demand  for  a  fair  distribution 
of  the  natural  resources  not  yet  alienated.  Of  such  a 
character  is  the  recent  popular  demand  that  the  Alaskan 
coal  fields  be  not  allowed  to  fall  into  the  clutches  of  the 
syndicates.  Somewhat  akin  to  this  are  the  more  radical 
demands  for  redistribution  of  the  natural  resources 
already  alienated.  Much  of  the  popularity  of  the 
movement  has  probably  been  due  to  the  emphasis 
upon  the  problem  of  distribution. 

Another  phase  of  the  movement  is  purely  educational. 
The  habit  of  exploitation,  once  fixed,  is  so  strong  that 
individuals  will  frequently  continue  their  wasteful 
practices  after  they  become  uneconomic  even  from  the 
point  of  view  of  individual  self-interest.  This  aspect  of 
conservation  leads  to  the  promotion  and  encourfi^e- 
ment  of  scientific  research  and  invention.  Further- 
more, it  involves  an  educational  policy  that  will  result 
in  widespread  knowledge  of  those  methods  of  economic 
utilization  of  natural  resources  which  are  consistent 
with  individual  self-interest.  Altho  it  is  difficult  to 
estimate  the  amount  of  conservation  that  may  be 
effected  by  such  processes  of  enlightenment,  it  is 
certain  that  a  large  amount  of  inertia  needs  to 
be  overcome.  Self-interest  is  not  always  awake  to 
its  opportunities.  The  English  farmer  pursued  his 
thousand-year-old  custom  of  bare-fallowing  long  after 
the  superiority  of  turnips  as  a  fallow-crop  had  been 
demonstrated. 
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Neither  of  these  aspects  of  the  conservation  move- 
ment involves  problems  which  are  peculiarly  novel  in 
their  scope,  however  great  their  intrinsic  difficulties. 
The  real  heart  of  the  conservation  problem  presents 
an  issue  which  taxes  the  resources  of  economic  theory 
to  the  utmost.  This  issue  is  the  problem  of  adjusting 
the  conflict  between  the  interest  of  present  and  future. 
It  is  the  purpose  of  this  paper  to  estimate  the  extent 
of  this  conflict  of  interest  and  to  point  out  the  economic 
possibilities  of  conservation.  This  is  all  the  more 
important  in  view  of  the  fact  that  in  America  the 
possibilities  of  conservation  have  been  considered 
largely  from  the  standpoint  of  natural  science,  while 
the  economic  limitations  have  been  but  little  appre- 
ciated. 

It  is  first  necessary  to  determine  the  relation  between 
the  utilization  of  natural  resources  and  their  exhaustion. 
If  utilization  did  not  result  in  exhaustion,  the  problem 
of  conservation,  as  it  was  stated  above,  obviously 
would  not  exist.  Accordingly,  natural  resources  may  be 
classified  as  follows:  — 

I.  Resources  which  exist  in  such  abundance  that 
there  is  no  apparent  necessity  for  economy, 
either  in  present  or  future.  For  instance,  water 
in  some  localities. 
II.  Resources  which  will  probably  become  scarce  in 
the  remote  future,  altho  so  abundant  as  to  have 
no  market  value  in  the  present.  For  instance, 
building  stone  and  sand  in  some  localities. 
III.  Resources  which  have  a  present  scarcity,  — 

1 .  Not  exhaustible  through  normal  use :  water- 
powers. 

2.  Necessarily  exhausted  through  use,  and 
non-restorable  after  exhaustion:  mineral 
deposits. 
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3.  Necessarily  exhausted  through  use,  but 
restorable:  forests^  fish. 

4.  Exhaustible  in  a  given  locality  but  restor- 
able through  the  emplojTnent  of  other 
resources  of  a  different  kind  or  of  similar 
resources  in  different  locations:  agricul- 
tural land.  ^ 

The  relation  of  utilization  and  exhaustion  thus  is 
varied.  Water-power  is  not  depleted  by  rational  use, 
and,  strictly  speaking,  methods  of  conservation  are 
imnecessary  to  prevent  its  being  wasted.  The  use  of 
water-power  involves  no  greater  waste  of  the  actual 
power  than  does  the  non-use.  There  is  no  necessary 
conflict  between  present  and  future.  It  is  true  that 
other  kinds  of  uses  of  the  water,  for  instance,  irrigation, 
may  impair  the  stream-flow  and  lessen  the  power; 
and  the  denudation  of  forests  may  have  a  similar  effect. 
The  former,  however,  involves  merely  a  choice  between 
two  methods  of  present  utiUzation;  the  latter  is  con- 
nected with  the  problem  of  conserving  forests.  In  the 
case  of  water-powers  the  question  is  primarily  one  of 
most  effective  present  use. 

In  some  respects  the  conservation  of  resources  such 
as  forests,  fish,  and  game  does  not  involve  the  more 
difficult  and  fundamental  phases  of  conservation.  A 
forest  destroyed  can  be  restored.  After  the  original 
stock  is  exhausted,  the  problem  becomes  one  of  econom- 
ical production  and  consumption.  It  differs  from  the 
problem  of  the  production  and  consmnption  of  wheat 
chiefly  in  the  fact  that  the  replacement  of  forests 

>  In  terminology  the  above  oUanfleation  reaemblea  one  propoaed  aome  y«an  aco  by 
Ptofeeeor  B.  E.  Fernow;  see  hia  Eoonomica  of  Fonetiy  (p.  10).  In  detail,  howev«r.  the 
elaflsifioationa  differ  widely. 

The  above  daaeifieation  ia  not  entirely  logical.  It  ia  Mrvioeable,  nevertheieai,  la 
affording  convenient  pigeon-holee  by  meana  of  which  a  preliminary  order  may  be 
achieved  in  approaching  the  difficult  problema  involved. 
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requires  a  long  period  of  time.  The  conservation  of 
forests  already  in  existence  is  a  question  of  consump- 
tion. If  there  were  no  means  of  increasing  the  supply, 
the  problem  would  be  identical  in  character  with  that  of 
conserving  minerals.  It  would  be  necessary  to  make  a 
definite  choice  between  the  present  use  and  future  uses. 
The  possibility  of  reproduction  mitigates,  if  it  does  not 
entirely  remove,  the  conflict  between  present  and  future 
interests.  The  reproduction  of  forests  demands  a 
willingness  to  undergo  a  long  production  process  for  the 
sake  of  a  future  gain.  In  some  instances  the  future 
gain  may  outbalance  the  present  sacrifice  involved  in 
the  costs  of  reproduction;  but  this  is  not  always  the 
case.  The  conservation  of  forests  may  impose  a  heavy 
burden  upon  present  generations,  for  the  sake  of  future 
generations. 

Minerals  afford  a  tolerably  clear-cut  type  of  resources 
which  are  absolutely  limited  in  supply  and  non-restor- 
able.  It  is  necessary  to  make  a  definite  choice  between 
present  and  future.  Normally,  when  once  used,  the 
supply  is  exhausted  practically  for  all  time.  The 
particular  mine  is  poorer  by  reason  of  the  extraction 
of  its  contents;  and  there  is  no  reason  for  restoring  to 
it  from  other  sources  the  elements  removed  in  the 
process  of  production.  Not  only  is  the  particular  mine 
poorer,  but  the  entire  potential  supply  of  minerals  is 
reduced  by  this  utilization.  This  is  absolutely  true 
in  the  case  of  coal,  petroleum,  and  natural  gas.  It  is 
relatively  true  of  most  metals,  such  as  iron,  copper,  and 
gold.  There  is  some  possibility  of  using  iron  and  copper 
again  and  again  for  different  purposes;  and  after  it  is 
mined,  gold  becomes  a  part  of  a  permanent  visible 
supply,  which  is  but  slowly  reduced  by  abrasion  and 
loss.  Yet  the  most  serious  phases  of  the  conservation 
problem  grow  out  of  the  fact  that  some  of  the  most 
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important  elements,  such  as  coal,  petroleum,  and  iron, 
are  being  rapidly  and  completely  used  up  without  hope 
of  replacement.^ 

When  land  is  employed  in  agriculture,  the  relation 
between  utilization  and  exhaustion  is  not  so  clear  and 
definite  as  it  is  in  the  case  of  mineral  land.  The  prop- 
erties of  land  which  are  of  importance  in  agriculture 
include  such  varied  elements  as  the  different  kinds  of 
nutritive  salts,  certain  bacteriological  conditions,  the 
physical  properties  of  the  soU,  rainfall  and  other  climatic 
conditions,  the  prevalent  direction  of  the  wind,  and  the 
character  of  drainage.  Some  of  these  conditions,  such 
as  climate  and  slope,  are  practically  inexhaustible. 
The  chemical  properties  of  the  soil  are  probably  exhaus- 
tible by  utilization;  but  many  of  these  properties  exist 
in  so  great  abundance  as  to  make  their  removal  by  use  a 
matter  of  little  significance.  Even  those  properties 
which  are  scarce  and  exhaustible,  such  as  potash  and 
phosphorous,  may  be  restored  by  carrying  these  ele- 
ments from  other  localities.  And  altho  this  does  not 
result  in  absolute  conservation,  —  since  the  total  world 
supply  is  to  that  extent  depleted,  —  it  may  represent 
conservation  from  the  standpoint  of  the  locality  in  which 
the  restoration  is  effected.  Some  agricultural  experts 
maintain  that  through  rotation  of  crops,  animal  hus- 
bandry, and  other  scientific  methods,  it  is  possible  to 
prevent  the  impairment  of  soil  fertility  without  reljdng 
on  elements  brought  from  other  localities.  From  a 
physical  standpoint  agricultural  land  is  not  necessarily 
exhaustible. 

It  is  of  the  first  importance,  however,  to  distinguish 
between  the  physical  and  the  economic  possibility  of 
conservation  in  agriculture.  If  the  soil  elements  in  a 
given  location  are  suflSiciently  valuable,  the  expense  of 

>  See  Van  Hiae,  The  Conaenration  of  Natural  Reeources,  pp.  16-102. 
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replacement  will  be  incurred;  otherwise,  it  may  prove 
more  profitable  to  use  them  up  without  replacement. 
On  the  frontier,  low  land  values  have  rendered  exploita- 
tion a  very  profitable  mode  of  utilization.  Moreover  a 
S3rstem  of  utilization  capable  of  maintaining  the  soil 
elements  unimpaired,  by  means  of  rotation  of  crops  or 
by  other  scientific  methods,  in  many  cases  may  not 
satisfy  the  criterion  of  maximum  profitableness.  For 
instance,  there  may  be  one  crop  which,  if  it  could  be 
produced  year  after  year  without  diminution  of  product, 
would  yield  a  larger  return  than  other  crops  in  the 
rotation.  The  difference  in  productivity  between  this 
favored  crop  and  the  other  crops  necessary  to  maintain 
the  soil  fertility  may  properly  be  regarded  either  as  an 
expense  necessary  to  the  production  of  the  favored  crop 
or  as  an  expense  chargeable  to  depreciation.  In  either 
case  the  soil  elements  have  an  exhaustion  value  similar 
to  that  of  the  coal  removed  from  the  mine.  In  short, 
it  is  not  necessarily  true  that  the  method  of  utilization 
which  results  in  conservation  is  the  method  which 
results  in  maximum  profits. 

II 

In  this  country  the  owner  of  natural  objects  has 
practically  complete  control  so  far  as  utilization  is  con- 
cerned. There  has  been,  as  yet,  but  slight  development 
of  legal  machinery  for  limiting  his  right  of  use  and  abuse. 
Most  of  our  natural  resources  are  already  subject  to  the 
limitations  of  individual  property  rights.  Is  private 
property  in  natural  objects  favorable  or  unfavorable  to 
the  realization  of  the  ideals  of  the  conservationist  ? 
This  depends  upon  the  extent  to  which  the  individual 
will  find  it  profitable  to  employ  methods  of  conservation 
in  the  utilization  of  the  natural  resources  under  his 


Digitized  by  VjOOQ IC 


604  QUARTERLY  JOURNAL  OF  ECONOMICS 

control.  It  has  already  been  suggested  that  conserva- 
tion may  be  or  may  not  be  a  profitable  policy  for  the 
individual  in  utilizing  the  natural  resources  in  his 
possession.  It  is  essential,  therefore,  to  inquire  what 
are  the  conditions  which,  in  the  case  of  the  individual, 
determine  the  profitableness  of  a  conservation  policy. 

At  the  outset,  it  is  essential  to  distinguish  conserva- 
tion and  accumulation.  Motives  of  accumulation 
have  little  direct  influence  on  the  motives  which  deter- 
mine the  methods  of  utilizing  private  property.  Accu- 
mulation has  become  a  generalized  process  —  a  process 
which,  by  reason  of  the  system  of  division  of  labor 
and  exchange,  demands  not  the  laying  by  of  a  concrete 
production  good  for  future  use  but  the  accumulation  of 
a  fund  of  generalized  purchasing  power.  A  farmer, 
for  instance,  does  not  necessarily  increase  his  level  of 
accumulation  by  preserving  intact  the  actual  farm 
which  he  possesses.  His  chief  object  is  to  derive  from 
the  farm  the  largest  possible  net  income,  and  from  this 
income  to  efifect  whatever  accumulation  he  desires. 
When  land  is  cheap,  the  farmer  may  be  able  to  acquire, 
and  therefore  accumulate,  a  much  larger  quantity  of 
wealth  by  exploiting  the  soil  than  by  the  more  laborious 
and  less  profitable  process  of  conserving  it. 

Whether  or  not  the  individual  will  pursue  a  policy  of 
exploitation  or  one  of  conservation,  depends  on  a  num- 
ber of  conditions,  the  most  important  of  which  are  the 
rate  of  interest,  the  law  of  diminishing  productivity,  and 
the  value  of  the  natural  resources  under  the  individual's 
control. 

The  influence  of  the  rate  of  interest  may  be  illustrated 
by  the  motives  which  govern  the  owner  of  a  coal  mine 
in  the  utilization  of  his  property.  It  may  be  assumed 
that  a  portion  of  the  content  of  the  mine  will  yield  a 
surplus  above  the  expenses  of  removal  \mder  the  most 
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favorable  conditions  of  appropriation.  This  portion  of 
the  content  of  the  mine  constitutes  a  valuable  property, 
which  the  owner  is  anxious  to  enjoy.  Were  it  possible 
to  remove  all  of  this  content  in  the  present  as  cheaply 
as  over  a  period  of  time,  the  owner  would  most  certainly 
do  so.  This  is  true  because  the  proceeds  from  the  sale 
of  the  product  may  be  put  out  at  interest,  whereas  the 
mineral  yields  no  interest  so  long  as  it  remains  unsold. 
It  is  assumed,  of  course,  that  no  changes  in  the  price 
of  the  product  are  anticipated. 

The  owner  is  prevented,  however,  from  the  immediate 
appropriation  of  the  entire  valuable  content  because 
the  removal  of  the  product  is  subject  to  the  law  of 
diminishing  productivity.  After  a  certain  rate  of 
removal  is  achieved,  an  increase  in  that  rate  results  in  a 
smaller  return  per  unit  of  expense.  The  additional 
mineral  is  removed  at  a  higher  expense  per  ton,  and 
the  average  net  return  per  ton  declines.  By  postponing 
the  extraction  of  this  additional  coal  imtil  some  future 
period,  the  owner  of  the  mine  can  remove  the  entire 
content  at  a  minimum  expense. 

Hence  the  owner  of  the  mine  is  confronted  by  a 
dilemma.  If  he  postpones  the  appropriation  of  the 
coal,  he  loses  the  interest  on  the  invested  returns  from 
his  product.  If  on  the  other  hand  he  attempts  to 
appropriate  the  entire  quantity  of  mineral,  the  expense 
of  appropriation  becomes  so  great  that  the  surplus  per 
ton  is  greatly  diminished,  if  not  entirely  destroyed. 
In  short,  there  is  a  continual  conflict  between  the 
motives  of  future  appropriation  and  the  motives  of 
present  appropriation. 

The  rate  of  extraction  of  the  coal  which  will  be  most 
profitable  to  the  owner  is  necessarily  a  rate  between 
the  two  extremes  which  have  just  been  explained. 
If  the  interest  rate  is  high,  the  postponement  of  removal 
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until  a  future  period  becomes  less  profitable  than  would 
be  the  case  under  a  lower  rate  of  interest.  The  greater 
amount  of  interest  which  may  be  secured  from  the 
realized  product  more  than  balances  the  loss  from 
diminishing  returns  through  an  increase  in  the  rate  of 
present  removal.  Thus  the  general  effect  of  a  high 
interest  rate,  other  things  being  equal,  is  rapid  exploita- 
tion; whereas  a  lower  interest  rate  makes  a  policy  of 
conservation  more  profitable  to  the  owner. 

It  follows  that  if  the  mineral  capable  of  yielding  a  net 
return  under  the  most  favorable  conditions  of  extrac- 
tion is  sufficiently  limited  in  quantity,  the  owner  will  not 
find  it  to  his  interest  to  proceed  at  so  rapid  a  rate  of 
utilization  as  would  be  profitable  according  to  the  impli- 
cations of  the  Ricardian  theory  of  rent.  For  this  theory 
implies  that  the  process  of  appropriation  at  any  time 
will  continue  so  long  as  the  removal  of  an  additional  ton 
will  jdeld  a  return  equal  to  the  necessary  expense.  If, 
however,  the  present  value  of  the  net  return  which  the 
same  coal  will  yield  when  its  removal  is  postponed  until 
a  future  time,  is  more  than  zero,  the  owner  of  the  mine 
will  find  it  profitable  to  stop  short  of  the  point  where 
present  returns  just  equal  expenses.  The  more  defi- 
nitely limited  the  coal,  and  the  lower  the  interest  rate, 
the  larger  the  surplus  on  the  intensive  margin.  In  so 
far,  then,  as  the  individual  owner  of  limited  natural 
resources  recognizes  their  exhaustibility,  his  best  interest 
dictates  the  practice  of  a  greater  amount  of  conserva- 
tion than  is  implied  in  the  Ricardian  theory  of  rent. 
This  tendency,  however,  is  definitely  checked  by  the 
counter-tendency  to  discount  the  future,  in  proportion 
to  the  height  of  the  interest  rate. 

The  market  value  of  the  natural  resource  influences 
the  rate  of  utilization  in  several  ways.  In  the  first  place, 
the  rise  of  value  increases  the  amount  of  land  that  may 
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be  profitably  utilized.  It  becomes  profitable  to  farm 
new  areas,  to  sink  shafts  in  mineral  deposits  which  it 
would  not  have  been  profitable  to  mine  under  the  lower 
level  of  prices,  and  to  seek  lower  levels  in  the  old  shafts. 
In  short,  the  result  of  the  increase  in  value  is  to  increase 
rapidity  of  utilization  by  stimulating  the  appropriation 
of  resources  hitherto  not  subject  to  use,  thereby  intensi- 
fying the  drain  upon  the  supply  of  natural  resources. 

The  second  result  of  the  increase  in  value  is  to  en- 
courage a  more  intensive  utilization  of  the  resources 
formerly  employed.  This  is  the  "  law  of  substitution." 
More  labor  and  capital  goods  are  employed,  and  less 
land,  in  proportion  to  results.  Does  this  mean  conser- 
vation or  more  rapid  utilization  ?  There  has  been  a 
widespread  belief  that  an  intensive  use  of  land  is  a 
conservative  use  and  that  high  land  values  will  result 
in  a  cessation  of  soil  mining.  In  general,  however,  a 
more  intensive  use  implies  merely  the  association  of  a 
relatively  large  amount  of  labor  and  capital  with  a  given 
surface  of  land.  A  larger  amount  of  labor  and  capital 
associated  with  a  given  surface  may  mean  a  more  rapid 
utilization  of  the  content  of  the  land  than  under  more 
extensive  methods.  It  may  mean  deeper  plowing, 
more  frequent  cultivation,  larger  harvests,  more  rapid 
exhaustion.  Often  this  is  true  even  of  so-called  scien- 
tific farming;  as,  for  instance,  seed  selection,  which  may 
result  in  more  boimtiful  harvests  and  probably  a  more 
rapid  exhaustion.  Even  the  application  of  manures  has 
the  effect  of  a  stimulant,  releasing  more  rapidly  some  of 
the  less  abundant  stores  of  fertility. 

There  are  several  reasons,  however,  which  justify  the 
view  that  utilization  will  tend  to  be  exploitative  when 
land  is  cheap,  and  conservative  when  it  is  dear.  In 
the  first  place,  conservation  frequently  requires  a  pres- 
ent expenditure   in   order  to  prevent  the   waste  or 
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deterioration  of  the  residuum  of  resources  not  imme- 
diately needed.  For  instance,  it  may  be  possible  to 
retard  the  erosion  of  the  soil  by  present  expenditures 
in  terracing  and  drainage.  The  economic  problem 
involved  is  the  balancing  of  present  expenditures  against 
future  benefits.  A  similar  problem  is  encountered  in 
forest  culture.  The  same  action  may  affect  a  nimiber  of 
future  periods,  some  near  in  point  of  time  and  some 
remote.  The  sum  of  the  successive  future  benefits  — 
each  benefit  having  been  discounted  at  the  prevailing 
rate  of  discoimt  on  the  future  —  represents  the  total 
benefit  to  be  balanced  against  present  expenditure. 
The  more  valuable  the  natural  resource,  the  more 
likely  is  the  owner  to  pursue  a  policy  which  will  prevent 
the  waste  of  the  land  by  utilization  or  otherwise. 
Moreover  the  rate  of  discount  on  the  future  plays  an 
influential  role  in  this  phase  of  conservation  as  in  others; 
for  the  higher  the  rate,  the  smaller  is  the  present  value  of 
the  expected  benefits  to  be  balanced  against  the  requisite 
present  expense. 

In  the  second  place,  high  value  of  a  natural  object  is 
favorable  to  conservation  because  a  tendency  results 
for  other  less  valuable  resources  to  be  substituted  in 
place  of  it.  Had  our  government  followed  the  policy 
of  carefully  restricting  the  alienation  of  mineral  re- 
sources so  that  the  value  of  coal  might  be  higher,  the 
water-powers  of  America  would  probably  have  been 
fully  utilized  a  generation  ago. 

The  effect,  therefore,  of  the  rise  in  the  value  of  natural 
resources  is  two-fold:  first,  to  increase  the  quantity  of 
resources  that  are  brought  under  utilization;  and  second 
to  create  motives  for  economizing  those  already  in  use. 
In  the  one  direction  the  influence  is  favorable  to  con- 
servation; in  the  other  direction,  unfavorable. 
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III 

If  we  widen  our  point  of  view  and  consider  utilization 
and  conservation  from  the  standpoint  of  society,  the 
explanation  of  the  paradox  just  noted  will  be  seen  to 
arise  from  the  conditions  which  determine  market 
value.  If  the  potential  supply  of  the  natural  object  is 
fixed,  the  value  is  a  resultant  of  social  demand.  On  the 
quantitative  side,  social  demand  depends  upon  the 
means  of  utilization.  In  the  last  analysis  human  labor 
constitutes  the  effective  means  of  utilizing  natural 
resources.  It  is  true  we  must  include  not  only  living 
labor  but  also  ^'  dead  labor,"  as  embodied  in  capital 
goods.  Moreover,  much  depends  on  the  efficiency 
of  the  labor  and  the  scientific  direction  which  it  receives. 
On  the  quantitative  side  the  number  of  laborers,  the 
duration  of  labor,  and  the  efficiency  of  labor  constitute 
the  essential  factors  in  social  demand. 

Much,  however,  depends  upon  the  character  of  wants. 
If  men  desire  chiefly  commodities  which  require  a  large 
amount  of  natural  resources  for  their  satisfaction,  the 
social  demand  for  the  objects  of  nature  will  be  corre- 
spondingly great.  Moreover,  human  wants  may  be 
diverted  from  objects  which  require  very  scarce  re- 
sources to  those  objects  which  are  the  products  of  more 
abundant  resources. 

If  through  any  of  the  above  causes  social  demand 
increases,  the  existing  supply  of  natural  resources  will 
acquire  a  greater  importance,  and  utilization  will 
increase  at  a  more  rapid  pace.  Therefore,  in  spite  of 
the  fact  that  the  increase  of  social  demand  results  in 
higher  values  of  natural  resources,  and  consequently 
more  economical  methods  of  use,  a  greater  aggregate 
depletion  of  those  resources  may  result.  One  hundred 
and  fifty  years  ago  the  prevailing  methods  of  farming 
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were  wasteful  in  the  extreme;  but  the  aggregate  drain 
upon  our  natural  resources  was  as  nothing  compared  to 
the  present  annual  depletion,  even  tho  higher  land 
values  may  now  result  in  more  careful  methods  of  use. 
Then  we  were  carelessly  scratching  the  soil  on  the 
Atlantic  seaboard;  now  we  are  digging  deep  into  the 
fertility  of  a  continent. 

Since  an  increase  in  social  demand  results  in  a  great 
increase  in  the  aggregate  utilization  of  natural  resources, 
it  follows  that  conservation  may  be  effected  by  measures 
whose  result  is  a  decrease  in  social  demand.  Such  a 
decrease  may  be  effected  by  the  restriction  of  popula- 
tion or  by  changes  in  the  character  of  wants.  Altera- 
tions of  these  kinds,  however,  are  exceedingly  difficult 
to  bring  about  by  positive  social  action. 

The  preceding  analysis  has  shown  that  even  if  social 
demand  be  decreased,  without  a  corresponding  decrease 
in  the  supply  of  natural  resources,  the  values  of  such 
resources  will  be  low  and  methods  of  utilization  will 
become  careless  and  wasteful  in  the  extreme.  Hence, 
in  order  both  to  reduce  the  aggregate  exhaustion  of 
natural  resources  and  to  bring  about  careful  methods 
of  utilization,  it  is  essential  to  reduce  the  available 
supply  of  such  resources  as  well  as  to  curtail  the  social 
demand. 

In  considering  the  conservation  of  the  natural  re- 
sources of  a  nation,  it  is  important  to  suggest  that 
much  depends  on  the  distribution  of  social  demand 
with  reference  to  the  supply  of  natural  resources.  At 
all  times  social  demand  is  more  concentrated  in  some 
parts  of  the  nation  than  in  others.  Population  is  not 
evenly  distributed,  and  values  of  natural  resources  are 
unequal  in  different  sections.  Hence,  with  a  given 
general  relation  between  demand  and  supply  there  may 
be  great  waste  in  methods  of  utilization  in  the  less 
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thickly  peopled  regions,  while  conservation  methods 
may  be  employed  in  the  regions  of  dense  population. 
This  suggests  what  might  have  been  a  partial  solution 
of  the  conservation  problem  had  our  fathers  cared  to 
provide  a  solution.  The  frontier  has  been  the  line  of 
minimum  social  demand  for  natural  resources  in  pro- 
portion to  the  supply  and,  therefore,  the  line  where  the 
most  wasteful  methods  of  utilization  have  been  followed. 
Even  now  it  is  in  our  outlying  districts,  where  natural 
resources  are  abundant  and  cheap,  that  the  greatest 
waste  occurs.  Had  our  fathers  made  the  frontier  a 
dead-line  which  might  not  be  extended  imtil  suflScient 
social  demand  existed  to  create  high  land  values  at 
once,  a  maximum  economy  of  utilization  might  have 
resulted.  Even  now  that  the  frontier  has  disappeared, 
the  unequal  pressure  of  social  demand  in  the  less  densely 
populated  regions  requires  such  a  policy  as  an  effective 
means  of  promoting  conservation.  The  frontier  has 
been  as  much  responsible  for  high  interest  rates  as  for 
low  land  values,  because  of  the  high  marginal  produc- 
tivity of  capital;  and  this  is  true  today  in  outlying 
regions.  Here  is  another  reason  why  exploitative 
methods  prevail  in  such  regions. 

The  difficulty  of  accomplishing  such  a  policy  as  has 
been  indicated  is  obvious.  The  historian  well  knows 
the  tremendous  political  forces  that  would  have  pre- 
vented its  being  carried  out,  even  had  its  importance 
been  appreciated.  Our  government  has  reflected  the 
powerful  social  pressure  for  immediate  utilization. 
Let  anyone  who  is  optimistic  as  to  the  reliance  that  may 
be  placed  in  the  ethical  spirit  of  society  when  called  on 
to  deny  itself  the  enjoyment  of  a  vast  and  virgin  domain 
consider  what  would  have  been  the  probability  in  the 
period  from  1830  to  1850  of  persuading  the  American 
people  to  support  a  policy  of  restriction  of  the  alienation 
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of  the  public  domain  in  order  to  conserve  it  for  future 
generations. 

Assuming  the  social  demand  fixed,  and  leaving  out  of 
account  improvements  in  technique,  conservation  can 
be  effected  only  by  bringing  about  less  wasteful  methods 
of  utilization.  This  may  be  accomplished  directly  by 
compelling  individuals  to  employ  methods  that  will 
result  ia  conservation;  or  it  may  be  accomplished 
indirectly  by  limiting  the  supply  of  natural  resources 
and  creating  the  inducement  to  conservation  which 
arises  from  high  value  of  such  resources.  If  the  land- 
owner is  already  emplojdng  methods  of  utilization 
most  consistent  with  individual  profit,  either  of  these 
policies  is  likely  to  involve  a  heavier  expense  per  unit 
of  result.  If  by  direct  action  the  individual  is  com- 
pelled to  remove  his  coal  less  wastefuUy,  or  to  employ 
more  careful  methods  of  preserving  his  soil,  his  expenses 
of  production  will  be  increased;  and  these  extra  ex- 
penses will  presumably  be  transferred  to  the  consumer. 
If  on  the  other  hand  it  is  attempted  to  accomplish  the 
same  results  indirectly  by  so  restricting  the  supply  of 
natural  resources  in  the  hands  of  producers  that  it  will 
be  to  their  interest  to  use  intensive  methods  of  opera- 
tion, it  is  no  less  true  that  the  expense  of  producing 
the  product  will  probably  be  increased.  Society  must 
bear  the  burden.  If  mine  owners  are  required  to  sub- 
stitute wooden  supports  for  the  columns  of  ore  which 
are  now  employed  to  support  the  roofs  of  their  mines, 
coal  that  would  otherwise  be  lost  may  be  saved  for 
the  future;  but  coal  for  present  use  will  likely  be 
more  expensive.  If  farmers  are  compelled  to  restore 
fertility  to  the  soil  or  to  practise  diversified  agricul- 
ture, wheat  may  not  be  so  cheap  as  when  produced  on 
the  frontier  by  the  wasteful  methods  of  the  one-crop 
system. 
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The  process  of  substitution  which  results  from  high 
values  is  not  merely  a  substitution  of  cheap  land  for 
dear  land;  it  may  also  involve  a  substitution  of  labor 
for  land.  This  is  true  of  many  of  the  measures  which 
the  conservationists  suggest.  It  is  probably  true  in  the 
case  of  scientific  forestry  in  the  United  States.  The 
assertion  is  sometimes  made  that  it  is  impossible  to 
rely  on  individual  enterprise  to  carry  out  a  consistent 
policy  of  forest  culture  because  the  lifetime  of  the 
individual  is  too  short.  The  disinclination  of  the 
individual  to  engage  in  forest  culture  is  not  thus  sufii- 
ciently  explained.  If  it  were  apparent  to  our  large 
capitalists  that  the  present  value  of  the  future  retiun 
to  be  derived  from  the  forest  when  mat\u-e  would  be 
enough  to  repay  the  expense  plus  a  legitimate  profit 
(allowance  being  made  for  risk),  the  remoteness  of  the 
return,  as  compared  with  the  length  of  human  life, 
would  not  constitute  a  serious  discoiu-agement.  At 
any  given  time,  the  investment  would  have  a  capital 
value  which  might  be  turned  into  cash.  It  would  be 
possible  for  large  corporations  to  imdertake  such 
enterprise,  and  for  the  individual  investor  to  realize 
on  his  securities  at  any  time,  as  in  the  case  of  any  other 
business.  One  of  the  chief  reasons  why  this  situation 
fails  to  develop  is  that  normally  the  remote  return  has  in 
fact  too  small  a  present  value  to  justify  the  necessary 
expense  and  risk.  It  is  important,  therefore,  to  realize 
that  while  many  considerations  justify  the  government 
in  making  the  necessary  provision,  the  policy  may  repre- 
sent an  increased  burden  on  the  present  generation  for 
the  benefit  of  a  future  generation. 

In  short,  conservation,  as  distinguished  from  mere 
education  in  rational  methods  of  use,  is  generally  a 
policy  which  increases  the  burden  of  the  present; 
assuming  of  course  that  there  is  no  change  in  the  quality 
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or  quantity  of  social  demand.  This  conclusion,  like 
so  many  others  in  economics,  rests  on  the  assumption 
that  the  forces  of  competition  which  cause  individuals 
to  reduce  expenses  of  production  to  the  lowest  limits 
also  cause  those  minimum  expenses  to  correspond  to 
minimum  social  costs  of  production.  Economists 
realize  that  this  correspondence  is  not  complete.  There 
is  a  lack  of  correlation  in  individual  expense  and  social 
cost  because  of  the  considerable  friction  in  the  operation 
of  competitive  forces.  Nevertheless  the  correspondence 
probably  is  sufficiently  close  to  justify  the  conclusion 
that  methods  of  conservation  are  likely  to  increase 
the  economic  burden  in  the  present. 

The  absolute  limits  of  conservation  are  now  apparent. 
Society  is  confronted  by  the  same  choice  that  accumula- 
tion imposes  on  the  individual:  a  choice  between 
present  satisfaction  and  future  satisfaction.  More- 
over, conservation  requires  that  individuals  lessen  their 
consumption  today  in  order  that  other  individuals  may 
enjoy  the  results  of  their  abstinence.  Hence,  in  so  far 
as  it  involves  the  saving  for  the  enjoyment  of  other 
generations  what  we  might  use  for  oiu*selves,  it  con- 
stitutes a  type  of  ethical  requirement  which  is  upon 
a  higher  level  than  any  that  has  heretofore  existed,  — 
an  ethical  requirement  entirely  novel  in  its  scope.  The 
ethical  field  is  to  be  widened  to  include  imbom  genera- 
tions ;  not  only  those  which  will  appear  in  the  immediate 
future  but  also  those  which  are  yet  enshrouded  in  a 
future  limited  only  by  the  uncertain  period  of  hmnan 
life  upon  the  earth.  Few  individuals  have  achieved 
an  ethical  level  sufficiently  exalted  to  induce  them  to 
curtail  present  enjoyment  for  the  sake  of  shadowy 
generations  yet  to  come.  Let  any  policy  be  imposed 
at  the  present  day  the  consequences  of  which  are  recog- 
nized by  the  general  public  as  resulting  in  serious  cur- 
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tailment  of  present  enjoyments  in  the  interest  of  a 
most  distant  future;  and  one  would  not  have  to  be  a 
cynic  to  predict  an  uprising  of  the  individual  against 
the  organs  of  social  control. 

The  primary  problem  of  conservation,  therefore, 
expressed  in  economic  language,  is  the  determination 
of  the  proper  rate  of  discount  on  the  future  with  respect 
to  the  utilization  of  our  natural  resources.  Some  dis- 
count of  the  future,  there  must  be.  If  society  reduced 
the  discount  on  the  future  to  zero,  the  period  of  utiliza- 
tion would  be  increased  to  infinity;  and  therefore,  the 
amount  of  present  use  would  become  infinitesimal. 
Conservation  as  a  single  principle  of  action  involves  the 
equal  importance  of  future  wants  and  present  wants. 
It  requires  that  the  want  of  the  infinitely  distant  future 
shall  be  as  important  as  the  want  of  the  inmiediate 
present.  Conservation  as  a  single  principle  of  action 
is  reduced  to  an  absurdity. 

Where  is  the  proper  balance  between  utilization  and 
conservation  ?  Philosophically  considered,  the  question 
cannot  be  answered  with  finality  without  such  a  definite 
comprehension  of  the  purpose  of  hmnan  existence  as 
has  not  been  vouchsafed  the  race.  In  the  absence  of 
more  infallible  foundations  we  shall  doubtless  lean  on 
the  "  crutch  of  common  sense."  Certainly,  most  of  us 
would  agree  that  utilization  must  not  be  so  restricted 
as  either  to  impair  the  treasured  results  of  past  progress 
or  to  handicap  seriously  the  rate  of  progress  in  the 
future.  A  philosophical  historian  might  well  ask  what 
would  have  been  the  outcome  had  the  American  land 
policy  from  the  earliest  time  been  a  conservative  one. 
Had  the  original  policy  inaugurated  by  the  London 
Company,  of  charging  twelve  poimds  ten  shillings  per 
hundred  acres,  been  continued,  our  frontier  might  yet 
be  east  of  the  Mississippi  River;  and  almost  certainly 
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the  rapidity  of  our  national  progress  would  have  been 
materially  less.  That  the  vast  material  and  intellectual 
progress  which  has  coincided  with  the  development  of 
the  New  World  would  have  been  retarded  cannot 
be  confidently  asserted;  but  it  appears  extremely 
probable. 

Altho  there  is  a  close  connection  between  the  utili£a- 
tion  of  natural  resources  and  the  rapidity  of  social  prog- 
ress, the  connection  is  by  no  means  so  complete  as  at 
first  appears.  Exploitation  results  in  maximum  pro- 
duction under  certain  conditions,  but  maximum  produc- 
tion does  not  necessarily  mean  progress.  A  bad  system 
of  distribution  may  produce  a  degraded  proletariat 
dominated  by  an  equally  degraded  plutocracy.  Maxi- 
mum production  may  be  accompanied  by  a  manner  of 
life  which  is  not  consistent  with  the  highest  social 
development.  A  bad  distributive  system  may  demand 
more  rapid  production,  and  therefore  a  more  rapid 
utilization  of  the  resources  of  society,  without  bringing 
to  the  0reat  majority  of  our  people  the  satisfactions 
which  rational  and  legitimate  present  needs  appear  to 
justify.  A  vast  amount  of  consumption  is  neither 
based  on  welfare,  nor  on  enjo}rment;  it  is  solely  dictated 
by  convention.  The  enormous  waste  of  coal  required 
for  the  electrical  advertising  in  our  great  cities  is  illus- 
trative of  this  exploitative  consumption.  As  Professor 
H.  J.  Davenport  has  expressed  it,  "  Every  great  White 
Way  in  every  American  city  is  nightly  one  more  chemi- 
cal orgy  of  waste,  a  crime  of  competitive  advertising 
for  which  some  day  thousands  of  individuals  must 
shiver  for  months."*  The  necessities  of  conservation 
may  compel  the  economist  to  enlarge  his  field  so  as  to 
apply  the  test  of  economy  as  one  of  the  criteria  for  the 
justification  of  wants. 

>  Papers  and  DiMuasiona  of  the  Twenty-Third  Annual  Meetbc  of  the  American 
Eoonomio  Aaaociation,  December,  1010.  p.  330. 
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A  few  broad  conclusions  with  respect  to  policy  follow 
from  the  above  discussion.  In  the  first  place^  conser- 
vation appears  to  be  consistent  with  the  continuance  of 
the  existing  socio-economic  order.  Under  proper 
social  conditions  the  utilization  of  natural  resources 
may  be  entrusted,  to  a  large  extent,  to  the  individual 
property  owner.  However,  unless  social  conditions  are 
favorable,  it  is  folly  to  expect  methods  of  conservation 
to  be  employed  by  the  individual.  Merely  urging  the 
landowner  or  entrepreneur  that  he  ought  to  conserve 
his  land  will  not  convince  him  of  this  sacred  duty  when 
it  means  business  ruin  and  elimination  from  the  com- 
petitive race.  Short  sighted  travellers  from  Europe, 
for  generations,  have  criticised  the  exploitative  methods 
of  the  American  frontier  farmer  and  have  urged  upon 
him  the  careful  soil-preserving  methods  of  the  old 
world.  The  remonstrances  of  these  critics  have  been 
unheeded,  not  because  the  frontier  farmer  was  tmintelli- 
gent,  but  because  of  cheap  land  and  high  interest  rates. 
It  woidd  be  equally  futile  to  try  to  regulate  at  every 
point  the  methods  of  utihzation.  In  agriculture,  were 
the  motives  of  exploitation  sufficiently  powerful,  a 
standing  army  would  be  inadequate. 

The  line  of  least  resistance  appears  to  be  in  the  crea- 
tion of  proper  social  conditions  which  will  provide  the 
motives  of  conservation.  A  most  important  social 
condition  is  the  interest  rate.  In  all  cases  the  interest 
rate  must  be  rendered  as  low  as  possible.  To  this  end 
adequate  credit  agencies  should  be  provided  for  those 
who  own  and  operate  natural  resources.  Over  a  short 
period,  however,  government  can  control  the  interest 
rate  less  than  it  can  control  the  value  of  natural  re- 
sources. This  is  the  second  great  instrument  for  con- 
trolling, by  mdirect  means,  the  individual  who  utilizes 
natural  resources.     Conservation  requires  the  creation 
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of  high  values;  but  this  must  be  accomplished  through 
the  socialization  of  those  resoiu*ces  which  are  not  used, 
and  of  those  which,  on  accoimt  of  their  relative  abun- 
dance, are  being  used  in  an  exploitative  way.  In  this 
manner  values  may  be  kept  sufficiently  high  to  cause  the 
individual  to  accomplish  the  maximum  result  with  the 
minimum  of  waste. 

The  superiority  of  the  state  in  its  ability  to  borrow  at 
a  low  rate  of  interest  may  dictate,  in  some  directions,  a 
policy  of  public  utilization.  An  additional  reason 
exists  when  the  policy  of  conservation  must  be  made 
applicable  to  a  period  especially  remote.  Experience 
appears  to  have  proven  the  desirability  of  such  a  policy 
in  the  case  of  forests.  It  is  possible  that  it  may  prove 
to  be  necessary  in  the  case  of  mines. 

The  improvement  of  the  methods  of  utilization  will 
avail  Uttle  if  the  volume  of  result  to  be  achieved  is  not 
curtailed.  If  social  demand  is  allowed  to  increase  by 
leaps  and  bounds,  the  most  careful  utilization  may  coin- 
cide with  an  enormous  increase  in  the  aggregate  destruc- 
tion of  natiu'al  resources.  At  this  point  are  encountered 
questions  of  population  and  of  luxurious  consumption. 
The  wisdom  of  the  nations  will  be  none  too  great  to 
deal  with  these  phases  of  the  problem. 

Conservation  is  connected  with  some  of  the  most 
difficult  of  the  unsettled  problems  of  economic  theory. 
The  preceding  discussion  has  revealed  in  the  back- 
ground at  least  three  old  problems  of  economic  science, 
—  problems  which  ever  reappear  in  one  form  or  another 
as  the  basic  difficulties  in  the  determination  of  concrete 
poUcies.  Briefly  stated,  they  are:  (1)  What  is  the 
criterion  of  social  value  ?  How  may  we  compare  the 
relative  desirability  of  two  social  alternatives,  such  as 
the  consumption  of  a  commodity  in  the  present  or  in 
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the  future  ?  (2)  Shall  organized  society  in  collective 
action  discount  the  future  in  the  same  manner  and  to  the 
same  extent  as  do  individuals  ?  (3)  Shall  the  direction 
of  social  policy  be  determined  by  national  or  cosmo- 
poUtan  welfare  ? 

A  recognition  of  the  limitations  of  conservation  and 
of  its  dependence  upon  the  imsolved  riddles  of  economic 
science  does  not  discredit  in  the  least  the  conservation 
movement.  It  has  already  been  pointed  out  that  there 
is  much  to  be  accomplished  in  the  promotion  of  rational 
methods  of  utilization  which  do  not  conflict  either  with 
individual  self-interest  or  with  the  present  well-being 
of  society.  It  has  been  shown,  too,  that  conservation 
may  be  accomplished  without  seriously  interfering  with 
the  self-interest  of  the  producing  classes.  It  may  even 
be  cause  for  satisfaction  that  the  movement  has  swept 
beyond  the  original  issue  and  is  making  possible  the 
development  of  a  more  rational  land  policy.  Mean- 
while it  remains  for  the  economist  to  develop  the  the- 
oretical basis  upon  which  the  solution  of  the  ultimate 
problems  of  conservation  must  depend. 

L.  C.  Gray. 

Univbrsitt  of  Wibconbin. 
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SCHUMPETER'S  ECONOMIC  SYSTEM 

Seldom  has  clear  and  consecutive  reasoning  had  more 
definite  expression  in  economics  than  in  Schumpeter's  two 
volumes.^  Others  may  have  anticipated  many  of  his  con- 
clusions, or  formulated  concepts  and  terminology  akin  to  his; 
but  to  him  belongs  distinct  recognition  for  the  precision  with 
which  he  has  clarified  concepts  and  marked  metes  and  bounds. 
This  feeling  of  appreciation  would  hardly  come  to  one  who 
had  read  the  first  volume  only.  That  has  an  atmosphere 
of  imreality,  a  purely  hypothetical  quality,  so  consciously 
acknowledged  and  so  frankly  adhered  to,  that  the  reader 
wonders  whether  or  not  his  feet  are  on  the  ground.  But  the 
second  volume  quite  justifies  the  first.  The  first  is  not,  to  be 
sxire,  absolutely  essential  to  the  second,  considered  from  the 
standpoint  of  Schumpeter's  own  system  of  thought;  but 
current  distinctions  are  so  ill-refined  as  to  justify  such  a 
preparatory  dialectic,  which  relegates  the  hypothetical  to 
its  proper  realm,  that  of  the  purely  ideal  or  conceptual. 

This  view  can,  perhaps,  best  be  illustrated  by  considering 
a  typical  question,  and  one  that  serves  to  bring  out  some  of 
the  fundamentals  of  Schumpeter's  reasoning,  —  the  distinc- 
tion between  "static"  and  "dynamic."  The  term  "static" 
as  ordinarily  applied  *  is  hypothetical;  but  the  static  society 
so  assumed  is  believed  to  reveal  laws  that  dominate  the  real 
economic  world  in  its  flux  and  movement.  In  this  view 
the  tendency  in  the  dynamic  world  is  always  toward  an 

1  Sohumpeter  (1)  Dm  Weaen  und  der  Haupiinhalt  der  theoreiiachen  National- 
ftkonomie.  Leipsic,  1008.  (2)  Theorie  der  wirtachaftliohen  Entwickluiig.  Leiptig.  Itfl2. 

*  E.  G.  CUtfk'B  Dutributioii  of  Wealth,  pp.  29^35. 
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equilibrium.  In  essential  req>eet8y  the  actual  movement  of 
economic  life  is  thus  a  succession  of  equilibria,  or  of  approxi- 
mations to  equilibria,  regularly  upset,  however,  by  the  play 
of  forces  making  for  change,  i.  e.,  for  the  establishing  of  a 
new  basis  of  equilibrium.  The  static  is  portrayed  as  a  per- 
manent equilibrimn  that  is  never  reached,  but  that  reveals 
forces  working  toward  equilibrium  in  the  dynamic  movement 
of  the  actual  world.  With  Schumpeter  the  idea  of  equilib- 
rium in  the  dynamic  field  seems  to  have  disappeared.  The 
static  is  purely  conceptual  and  arbitrary,  bearing  on  the 
actual  only  to  the  extent  that  individuals  are  motivated  by 
equilibrating  desires  for  goods.  And  this,  be  it  said,  is  in 
his  view  not  a  minor  consideration.  The  influences  in  social 
environment  and  individual  psychology  making  for  constancy 
are  powerful.  But  evolution  cannot  be  explained  merely 
by  the  play  of  ''  frictional  forces  "  on  an  otherwise  constant 
equilibrium  of  forces.  There  is  an  independent  dynamic 
element,  in  real  contrast  with  the  static,  and  in  such  opposi- 
tion to  the  latter  that  under  its  influence  organization  of 
productive  forces  is  fundamentally  altered.  The  static- 
hedonistic  principle,  in  this  view,  cannot  account  for  eco- 
nomic evolution.  A  new  agent  must  appear,  and  is  duly 
found, — personified  in  the  modem  captain  of  industry.  His 
motives  are  not  the  conmion  ones  of  hedonistic  calculation. 
He  is  dominated  by  energy,  rather  than  by  the  balancing  of 
outlays  against  gratifications;  his  activities  have  their  own 
laws,  and  as  a  perennial  agent  of  change,  he  obeys  the 
dynamic  impulses  of  his  own  nature.  The  static  picture, 
therefore,  cannot  be  the  representation  of  an  actual  equilib- 
rium. There  is  no  continuity  or  succession  of  static 
equihbria.  Creative  activity  breaks  any  such  continuity. 
A  minority  of  individuals  with  sharper  intelligence  and  more 
restless  fancy  than  the  average  see  and  effect  countless  new 
combinations  of  productive  units.  It  thus  appears  that  we 
are  dealing,  not  with  a  group  of  forces  distrained  from  work- 
ing out  their  natural  effects  by  disturbing  influences,  but  with 
an  interaction  of  individual  types.  These  are  actuated  by 
different  motives,  the  dynamic  few  by  energy,  the  static 
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many  by  hedonistic  calculation.  The  dominating  activity 
of  the  fonner  accounts  for  economic  evolution.  This  static- 
dynamic  contrast  is  clean-cut.  It  pictures  not  a  succession 
of  new  levels  based  on  a  new  balancing  of  value  forces,  but  a 
succession  of  new  productive  combinations  and  of  new  pro- 
ductive and  distributive  results. 

To  bring  out  the  broader  outlines  of  Schumpeter's  system, 
let  us  first  examine  the  argument  of  his  earlier  volmne.  This 
is  ''  reinwirtschaftlich  "  both  in  purpose  and  method.  Its 
main  theme  turns  on  the  exchange  or  price  relation,  and 
a£Fords  an  interpretation  of  the  valuation  and  exchange 
activities  of  individuals.  This  interpretation  is  used  in  no 
way  to  support  any  view  of  social  consequences.  It  is 
divorced  from  all  socio-political  results.  And  the  working 
out  of  such  laws  as  those  of  diminishing  utility  and  diminish- 
ing returns  is  ignored  as  outside  of  the  field  of  pure  economics. 
These  laws  lie  within  the  precincts  of  pyschology  and  technol- 
ogy, respectively.  The  starting  point  of  analysis  is  with  the 
individual  and  given  quantities  of  goods.  Arrange  these 
goods  so  as  to  yield  a  maximmn  of  value  and  we  have  the 
static  state.  The  whole  field  of  pure  economics  is  a  de- 
scription of  values  in  this  state.  The  value-fimctioning 
process  under  these  conditions  is  a  simple  one.  Assuming 
a  quantity  of  goods,  ask  the  individual  what  he  would  give 
for  successive  units,  rather  than  do  without  them.  Construct 
from  these  data  a  demand  curve.  Similarly,  build  up  a 
supply  curve.  The  two  curves  must  intersect,  and  as  the 
result  of  this  process  value  emerges.  This  is  all  we  can  get, 
no  matter  how  far  into  psychology  we  may  go.  It  should 
of  course  be  borne  in  mind,  even  tho  this  is  a  matter  of 
lengthy  analysis,  that  the  supply  curve  is  in  essence  merely 
an  inverted  demand  curve;  so  that  what  we  arrive  at  is  the 
intersection  of  two  demand  curves,  not  that  of  a  demand 
curve  with  an  essentially  different  supply  curve.  There  is  no 
vital  diflference  between  free  and  economic  goods  from  a  value- 
functioning  standpoint.  In  this  respect  value  and  utility  are 
synonjmious.  There  is  value-functioning  in  either  case,  even 
tho  a  marginal  utility  appears  only  in  the  case  of  economic 
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goods.  Furthermore,  there  are  values  only  above  an  existence- 
minimum  in  the  case  of  each  individual.  That  minimum  we 
must  allow  and  regard  as  an  integer.  This  makes  value 
analysis  purposeless  so  far  as  concerns  price  interpretation. 
There  is  bound  to  be  a  discrepancy  between  values  and 
prices.  In  consequence,  the  income  problem  cannot  be  solved 
by  an  explanation  of  value  phenomena,  for  income  phe- 
nomena are  price  phenomena. 

In  working  out  his  imputation  doctrine,  Schumpeter  does 
not  forget  the  premises  of  "  pure  "  economics.  The  goods 
and  the  factors  are  all  treated  as  given  quantities.  They 
are  not  subject  to  variation  in  amount  or  to  variable  combina- 
tions. Land  and  labor  are  present  in  certain  quantities, 
as  are  goods.  Origins  must  not  be  searched  in  static  anal- 
ysis, so  that  there  is  no  occasion  for  a  distinction  between 
consumption  and  production  goods.  The  crux  of  the  theory 
of  distribution  is  that  the  productive  goods  or  services  of 
worker,  capitalist,  and  landlord  are  all  indispensable  to  every 
productive  act.  If  one  chooses,  he  can  impute  the  whole 
product  to  the  services  of  each  factor,  for  each  is  indispens- 
able. To  take  away  any  would  be  to  destroy  the  whole 
product.  But  after  imputing  the  whole  product  in  turn 
to  each  factor,  the  resulting  sums  must  obviously  not  be 
added  together.  The  conclusion  is  that  the  specific  products 
of  \mits  of  separate  productive  factors  cannot  be  said  to  have 
any  independent  existence.  There  is  no  measure  of  a  just 
distribution.  The  moral  claims  of  co-producers  to  specific 
portions  of  the  total  product  are  as  confused  after  working 
out  the  problem  of  imputation  as  they  were  before. 

Wages  and  rent  are  the  only  static  incomes.  Interest  is 
not  a  static  form  of  income  at  all.  The  services  of  labor  and 
of  land  are  valued  exactly  as  are  goods  of  any  order.  Labor 
is  a  commodity,  subject  to  a  descending  curve  of  utiUty  and 
an  ascending  curve  of  cost.  It  therefore  has  a  price  and  is 
subject  to  the  laws  of  price.  This  conclusion  is  subject  to 
non-competing  group  qualifications;  even  if  these  qualifica- 
tions be  considered,  unity  may  be  attained  by  a  process  of 
abstraction.    Avoiding  this,  there  at  least  remains  a  con- 
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elusion,  with  negative  implications,  that  the  wage-phenom- 
enon e3ctends  as  far  as  one  can  apply  to  labor,  in  a  sense 
not  too  subtle,  the  fonnula  of  supply  and  demand,  of  pur- 
chase and  sale.  An  interesting  question  of  course  arises  as 
to  the  relation  between  costs  of  production  of  labor  and  wages. 
This,  however,  is  thrust  aside  as  separate  from  the  problems 
of  an  "  Augenblicks-existens,''  —  well  illustrating  Schum- 
peter's  perennial  care  to  keep  within  static  bounds. 

With  rent,  exactly  the  same  principle  of  valuation  applies 
as  with  wages  or  other  prices.  From  the  standpoint  of  pure 
economics,  we  need  trouble  ourselves  about  the  peculiar 
properties  of  land  as  little  as  about  the  technical  peculiarities 
of  some  machine.  Its  services  are  subject  to  purchase  and 
sale,  and  these  services  conmiand  a  price  just  as  do  those  of 
labor.  The  Bicardian  interpretation  is  rejected  as  merely 
an  aspect  of  cost  theory.  It  has  no  justification  when  that 
theory  is  abandoned.  So  far  as  concerns  the  value  of  land 
itself,  considered  apart  from  the  value  of  its  services,  doubt 
is  expressed  of  the  propriety  of  discussing  the  problem  as  a 
static  one.  The  present  value  of  land  depends  on  the  dis- 
counted value  of  its  future  services.  Likewise,  replacement 
of  capital  goods  worn  out  and  investment  in  new  capital 
goods  are  regarded  as  beyond  the  confines  of  static  phe- 
nomena. 

Interest  is  a  dynamic,  not  a  static,  phenomenon.  In  the 
static  picture  there  is  a  fund  of  things  saved,  —  an  exact 
quantity,  distributed  among  individuals  in  a  definite  way. 
To  inquire  how  this  came  about  would  take  us  beyond  our 
province.  Then  too,  in  this  momentary  view,  production 
and  its  fruits  are  synchronized.  Labor  is  paid  for  its  services, 
land  also  for  its  services  (to  the  owner) ;  but  there  is  no  wait- 
ing, no  discounting  of  future  in  the  synchronized  static 
process.  A  fund  of  goods  is  at  hand  once  for  all.  These  are 
used  and  there  is  no  special  payment  for  their  productive 
services.  One  might  conmient  that,  for  similar  reasons, 
neither  land  nor  labor  services  could  conmiand  a  price. 
All  are  provided;  the  fact  that  land  and  labor  are  original 
factors  should  not  be  of  moment  from  a  static  standpoint. 
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As  indicated  at  the  beginning  of  this  notice,  statics  and 
dynamics  with  Schumpeter  have  to  do  not  only  with  different 
probiemsy  but  with  different  methods,  and  different  materials. 
The  two  are  independent  structures.  The  second  volume 
is  therefore  a  unit  in  itself.  Indeed,  by  reading  this  volume 
alone  one  might  reach  an  appreciation  of  all  of  the  essentials 
of  Schumpeter's  system;  for  in  this  he  sums  up  those  aspects 
of  his  static  analysis  that  bear  ultimate  conclusions.  Some 
new  elements,  it  would  seem,  are  sketched  into  the  static 
picture,  with  perhaps  an  altering  of  lights  and  shadows. 
The  changes  may  be  due  to  increased  familiarity  with  Ameri* 
can  economic  literature,  a  familiarity  little  short  of  amazing 
in  a  foreign  economist. 

The  fact  that  value  is  essentially  individual  is  re-empha- 
sized. There  is  a  social  value  S3rstem  —  a  social  system  of 
individual  values.  Its  obverse  is  the  price  system.  Prices 
are  not  a  kind  of  social  valuation  of  a  good,  but  the  result 
of  antecedent  circumstances  which  work  under  the  impulse 
of  many  individual  valuations.  This  viewpoint  is  quite  in 
harmony  with  constancy  in  economic  life.  Indeed,  in  eco- 
nomic evolution,  here  is  the  element  making  for  constancy. 
Agencies  making  for  change  must  be  sought  elsewhere.  At 
this  point  appears  the  identification  of  the  static  with  the 
hedonistic,  a  unity  much  more  clearly  pronounced  than  in  the 
earlier  voliune.  The  static-dynamic  contrast  now  becomes 
a  contrast  between  types  of  individuals.  The  persons 
actuated  by  the  utility-disutility  calculus  are  the  static 
elements  in  the  population.  They  are  imitative,  but  not 
originative.  A  people  made  up  entirely  of  such  individuals 
would  afford  a  civilization  like  that  of  China  or  India.  And 
the  majority  of  individuals  in  any  society  are  of  this  type. 
But  in  an  advancing  economic  society  there  is  another  ele- 
ment, the  inventive  or  dynamic  one,  to  whose  activities 
economic  evolution  is  due.  This  element  is  personified  in 
the  captain  of  industry.  His  work  is  to  make  new  combina- 
tions, which  are  the  basis  of  all  economic  change,  as  well 
as  the  cause  of  all  surplus  incomes.  These  industrial  pio- 
neers and  leaders  are  not  motivated  by  the  hedonistic 
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calculations  of  the  maBses  of  men.  They  may  live  in  luxury; 
but  they  so  live  merely  because  they  have  the  means  to  do 
so.  Their  motives  are  the  joy  of  social  power  and  of  creative 
activity.  Their  winnings  are  merely  the  counters  that  score 
their  successes.  Not  only  this:  their  joy  in  activity  itself, 
aside  from  any  measure  of  accomplishment^  is  a  psychic 
reality.  Individuals  of  this  t3rpe  are  the  active  agents  of 
economic  evolution.  Schumpeter  thus  offers  a  super-man 
interpretation  of  economic  progress,  in  main  outUne  quite 
analogous  to  the  sociological  system  of  Gabriel  Tarde. 

The  new  productive  combinations  of  the  genius  of  enter- 
prise give  rise  to  a  new  scale  of  values.  Goods  have  value 
now  not  only  because  of  present  uses,  but  because  of  future 
possibilities.  A  speculative  element  enters,  corresponding 
to  the  values  realized  through  the  working  out  of  new 
combinations.  These  values  are  ''  the  shadows  of  coming 
results,  the  harbingers  of  the  immediate  economic  future." 

The  principle  and  process  work  thus:  the  entrepreneur 
buys  productive  services,  and  so  withdraws  them  from  their 
static  uses;  he  expends  them  without  further  questioning 
their  owners,  and  so  forces  economic  activity  into  new  chan- 
nels. A  question  remains  to  be  answered,  however,  before 
the  circle  of  explanation  can  be  regarded  as  closed:  whence 
come  the  funds  with  which  he  buys  these  services  ?  Through 
the  banker,  who  is  a  mobilizer  and  creator  of  purchasing 
power.  In  our  exchange  economy,  the  inertia  of  the  multi- 
tude is  overcome  by  the  intervening  services  of  the  money 
power.  It  is  the  banker's  function  to  sanction  the  promises 
and  projects  of  the  entrepreneur  by  supplying  purchasing 
power,  based  on  claims  to  social  product.  This  piux^hasing 
power  is  capital.  Capital  does  become  transformed  into 
technically  productive  instruments,  but  these  instruments 
are  not  capital.  Capital  has  done  its  work  when  such  goods 
and  services  have  been  purchased.  Capital  is  merely  com- 
mand over  goods  —  a  bridge  between  the  entrepreneur  and 
the  world  of  goods.  In  a  static  state,  purchasing  power  is  a 
mere  means  of  exchange.  In  the  dynamic  state  it  is  more 
than  this.     It  is  the  thing  that  makes  enterprise  possible. 
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"  Social  capital  "  has  no  significance  in  this  analysis.  Capi- 
tal is  not  a  sum  of  the  goods-values  of  a  people,  but  the  pur- 
chasing powers  of  its  men  of  enterprise.^ 

Interest  and  profits  are  dynamic  in  origin.  All  return  to 
capital  is  incorporated  in  the  gross  profits  of  entrepreneurs. 
Interest  has  no  static  foundation.  From  the  static  view- 
point, production  and  distribution  are  synchronized.  The 
time  element  enters  only  when  new  combinations  of  pro- 
ductive units  give  rise  to  the  prospect  of  a  new  scale  of 
values.  The  new  co-ordinations  give  rise  not  merely  to 
interest,  but  to  true  profits,  the  earnings  of  the  entrepreneur 
as  such.  This  explanation  of  interest  is  not  an  attempt 
to  justify  it  as  a  form  of  income.  Interest,  unlike  pure 
profits,  is  not  a  premium  pa3rment,  an  independent  fruit  of 
progress.  It  is  rather  a  tax  on  profits.  But  the  conditions 
that  make  its  payment  inevitable  are  highly  profitable  to 
those  who  pay  it. 

Progress  is  uneven.  The  co-ordinations  of  entrepreneurs 
are  made  at  particular  points  in  the  industrial  system,  but 
in  no  steady  or  calculable  way.  Population  might  indeed 
grow,  and  capital  increase,  in  regular,  steady  progression; 
but  their  re-combinations  follow  no  constant  lines.  It  is  in 
this  uneven,  unbalanced  process  of  economic  change  that 
Schimipeter  finds,  very  properly,  the  causes  of  commercial 
crises. 

A  detailed  criticism  of  Schumpeter's  work  would  call  for  a 
treatise.  More  than  this,  his  reasoning  is  so  close-knit 
and  based  on  so  wide  and  intensive  a  knowledge  of  con- 
temporary theory  that  to  the  ordinary  student  criticism 
would  seem  to  amount  almost  to  supererogation.  One's 
first  reaction  toward  his  static  analysis  is  a  feeling  of  vexation. 
The  treatment  is  so  unreal,  so  like  pure  mental  gymnastic, 
that  it  makes  the  impression  of  mere  logomachy.  But 
Schumpeter  himself  admits  its  purely  h3rpothetical  quality, 
nay,  seeks  to  justify  it  on  this  ground.  And  in  the  light  of 
the  current  trend  of  economic  theory,  it  does  stand  justified 

>  This  18  a  conception  like  Hawley's,  ae  Schumpeter  himaelf  points  out.  Compare 
Hawley,  Enterprise  and  the  Productive  Process. 
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as  a  theoretical  structure.  In  the  usual  static  interpretation 
there  has  been  too  large  an  implication  that  the  resulting 
body  of  principle  is  a  creature  of  live  flesh  and  bones.  Schum- 
peter,  by  the  rigor  of  his  analysis  and  the  courage  with  which 
he  has  restricted  his  data,  really  disembodies  this  view.  The 
result  is  a  revelation  of  the  limitations  of  the  method  of 
heroic  isolation  in  economic  study  such  as  could  come  in  no 
other  way.  It  is  virtually  a  redtuiio  ad  abstardum  of  the 
method  of  extreme  hypothesis  as  applied  to  economics. 
Surely,  there  is  no  field  of  science  in  which  we  must  more 
frequently  apply  the  pragmatic  test  than  in  economics. 
To  single  out  for  consideration  a  few  variables  and  to  trace 
their  interactions  to  the  bitter  end  is  confessedly  metaphysi- 
cal. To  do  this  without  fear  or  confusion,  and  to  admit 
having  done  so,  is  surely  no  small  accomplishment. 

But  after  all,  a  study  of  progress  is  ''  Das  Land  der  Zu- 
kunft!  "  Change  is  perennial.  Even  the  most  durable  of 
goods  are  short-lived,  and  new  combinations  recurrently  give 
rise  to  new  problems.  Under  these  circumstances  a  fresh 
grouping  of  co-operating  elements,  the  result  of  a  fresh 
theoretical  analysis  of  co-operating  forces,  is  much  more 
likely  to  yield  fruitful  results  than  is  the  application  of  an 
ideal  conception  to  the  interpreting  of  changeful  phenomena 
from  whose  observation  this  static  norm  can  scarcely  be 
said  to  have  developed.  Such  a  fresh  analysis,  —  whether 
original  or  no,  it  matters  not,  —  Schumpeter  has  carried 
through  to  the  point  of  real  suggestiveness.  It  need  not 
concern  us  that  he  has  perhaps  a  bit  altered  the  content 
of  his  static-dynamic  contrast  between  the  first  and  second 
volumes.  We  can  a£Ford  to  forget  the  first  volume;  it  did 
its  work.  We  may  even  question  the  absolute  truthfulness 
or  completeness  of  a  picture  that  so  sharply  sets  off  a  static- 
hedonistic  group  against  a  dynamic-energistic  one,  as  the 
forces  through  which  economic  progress  works  out  its  ends. 
It  may  be  a  part  of  progress  itself  that  the  old  tendency  to 
balance  utiUty  against  disutility  is  giving  way  to  a  view  in 
which  work  itself  is  more  and  more  largely  a  utility-yielding 
process.     And  this  may  be  merely  a  way  station  to  a  con- 
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ception  of  more  widely  dispersed  endowment  of  creative 
activity  than  any  industrial-magnate  interpretation  of 
economic  progress  can  possibly  a£Ford.  We  may  even  ques- 
tion whether  the  data  of  a  theory  of  progress  can  be  found 
in  the  play  of  economic  forces.  Whatever  tests  of  progress 
economics  may  supply,  may  it  not  be  that  biological,  psy- 
chological, social  and  economic  factors  are  so  closely  inter- 
twined that  no  theory,  even  of  economic  progress,  can  be 
complete  without  canvassing  and  registering  the  effects  of 
all  of  these  forces  7  These  questions  are  not  new;  but  the 
growing  specialization  of  economic  description  and  the 
increasing  abstractedness  of  economic  theorizing  have 
tended  to  push  them  into  the  background.  Schumpeter's 
thought  has  advanced  beyond  the  mechanistic  interpretation 
of  the  physicist-economist.  He  has  made  a  significant 
contribution  in  carrying  us  over  to  the  newer  evolutionary 
method  and  evolutionary  viewpoint.  After  all,  questions 
of  methodology  are  not  merely  formal  in  content  and  con- 
sequences. 

To  pass  judgment  on  the  importance  of  Schumpeter's 
work  for  contemporary  theory  is  difficult  and  perhaps  gra- 
tuitous. Beyond  question  he  has  blazed  paths  and  reached 
conclusions  that  cannot  be  ignored.  He  shows  rare  knowl- 
edge of  current  thought  and  appreciation  of  its  elements  of 
strength  and  weakness.  His  keenness  of  observation,  his 
coherence  in  reasoning,  and  his  fearlessness  and  discrimina- 
tion in  sifting  and  combining  old  notions  with  new,  have 
yielded  results  unusually  stimulating  and  suggestive.  Work 
of  so  high  a  standard  encourages  the  conviction  that  eco- 
nomic theorizing  is  far  from  a  declaration  of  bankruptcy. 

R.  C.  McCbba. 
Uniybbsitt  of  Pbnnbtlyania. 
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KARL  MARX  AND  LABOR  LEGISLATION 

Professor  Simkhovitch,  in  his  most  recent  contribution 
to  the  very  stimulating  and  suggestive  series  of  articles  on 
Marxism  v.  Socialism,  which  he  has  been  publishing  in  the 
course  of  the  last  four  years  in  the  Political  Science  Quarterly, 
writes  as  follows: 

We  are  dependent  upon  our  industry,  Marx  explained,  and  we  are  not 
in  a  position  to  dictate  humanitarian  conditions  upon  which  production 
is  to  rest.  As  a  revolutionary  socialist  he  argued  at  times  like  Nassau 
Senior.  He  toas,  as  a  maUer  of  fact,  against  the  ten-hour  bUl,^  because 
he  feared  that  the  famous  act  might  cripple  British  industry.  So  we 
read: 

The  whole  social  development  of  England  is  part  and  parcel  of  the 
development  and  progress  of  industry.  All  institutions  that  stop  this 
progress,  or  limit  it,  or  regulate  it  according  to  external  plans,  are 
reactionary,  impossible,  and  have  to  succumb.  The  revolutionary 
forces  that  so  easily  had  their  way  with  the  whole  patriarchal  society 
of  England,  with  the  landed  aristocracy  and  with  the  financial  aristoc- 
racy, will  surely  not  let  themselves  be  hemmed  within  the  limits  of  the 
ten-hour  bill.     (Literarischer  Nachlass,  vol.  iii,  p.  392.) 

Marx  in  course  of  time  changed  his  hostile  aUitude  toward  the  factory 
ads,*  and  toward  labor  legislation  in  general,  as  his  inaugural  address 
before  the  International  in  1864  plainly  indicates.* 

Three  years  ago  Professor  Simkhovitch  expressed  a  similar 
view  on  this  point. 

In  the  fifties  Marx,  and  Engels  also,  regarded  any  attempt  to  regulate 
economic  conditions  by  the  law  of  the  land  as  fruitless,  meddling, 
reactionary,  in  its  effect.  ...      In  his  Capital  Marx  abandoned  his 

>  The  italics  are  mine. 
*  The  italics  are  mine. 

«  Pditical  Science  Quarteriy,  vol.  zzrii  (1912).  p.  022. 
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old  view  of  the  tea-hour  bill  and  became  an  inconsistent  advocate  of 
social  control.^ 

The  opinion  here  expressed  by  Professor  Simkhovitch  is  a 
current  one.  Friends  and  foes  alike  have  declared  that  be- 
tween 1848  and  1864  Marx  changed  his  attitude  toward 
labor  legislation.' 

It  is  the  purpose  of  the  present  note  to  show  that  this 
widely  held  view  is,  if  not  certainly  unsound,  at  least  unlikely 
and  unsupported  by  any  conclusive  evidence. 

The  only  apparently  solid  basis  of  Professor  Simkhovitch's 
contention  is  the  above  quoted  passage,  to  which  he  had 
already  referred  the  reader  in  his  article  of  June,  1909.* 
Now  it  so  happens  that  an  unfortunate  inadvertence  has 
led  Professor  Simkhovitch  implicitly  to  attribute  this  passage 
to  Marx,  whereas  it  is  to  be  found  in  an  article  which  Fried- 
rich  Engels  published  in  1850  in  the  Neue  Rheinische  Zeitung 
and  which  is  reprinted  in  Mehring's  edition  of  the  works  of 
Marx  and  Engels.^  I  take  this  to  be  a  mere  slip.  For  had 
Professor  Simkhovitch  assumed  that  Marx  and  Engels  were 
in  1850  already  in  such  absolute  and  complete  intellectual 
agreement,  that,  on  any  point  in  the  wide  field  of  social 
philosophy,  the  views  of  the  one  could  safely  be  quoted  as 
the  adequate  expression  of  the  views  of  the  other,  he  would 
certainly  have  felt  the  necessity,  not  only  of  explicitly  stating 
it,  but  also  of  giving  proof.  And  this  he  has  not  attempted 
to  do.  That  Marx  and  Engels  did  actually  differ  in  their 
interpretation  of  the  evolution  of  capitalism,  and  conse- 
quently in  their  social  policies,  has  often  been  claimed.^ 
It  is  true  that  this  claim  has  never  been  peremptorily  sub- 

>  Political  Science  Quarterly,  vol.  xziv  (1909),  pp.  242-243. 

>  See,  for  instance,  F.  Mehring,  Gesammelte  Schrif ten  von  Karl  Marx  und  Friedrich 
Engels  (1902).  vol.  ii,  pp.  76,  77;  vol.  iii,  pp.  279,  280;  J.  Sparfo.  Karl  Marx.  His  Ufe 
and  work  (1910),  pp.  265,  277,  332;  G.  Adier.  Die  Gnindlagen  der  Karl  Man'schen 
Kritik  der  bestehenden  Volkswirtschaft  (1887).  p.  289. 

*  Political  Science  Quarterly,  vol.  zxiv,  p.  242. 

*  In  the  volume  and  on  the  page  oorrecUy  indicated  by  Professor  Simkhovitch. 

*  For  instance,  by  Woltmann  (see,  K.  Kautsky,  Bernstein  und  das  Sosialdemo- 
kratische  Programm,  1899,  pp.  47,  48)  and  by  Ch.  Andler,  Le  Manifeste  Communiste. 
Introduction  historique  et  oommentaiie,  1910,  pp.  99,  106. 
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stantiated  and  that  the  individual  contributions  to  the 
common  stock  of  doctrine  have  never  been  clearly  deter- 
mined. However,  in  the  absence  of  positive  proof,  it  would 
certainly  be  rash  to  base  any  argument  on  the  improbable 
assumption  that  two  men  of  very  independent  dispositions 
and  of  widely  var3nng  family  antecedents,  intellectual  pur- 
suits, and  practical  experience  should  have  reached  at  the 
age  of  30,  identical  conclusions  on  all  social  and  economic 
matters. 

But,  even  admitting  this  to  have  been  the  case,  it  would 
not  follow  that  Marx  in  1850  was ''  against  the  ten-hour  bill," 
for  Engels  himself  was  not  clearly  opposed  to  the  measure. 
To  be  sure  he  looks  upon  it,  in  the  passages  quoted  by 
Professor  Simkhovitch,  as  a '' fruitless,  meddling,  reactionary^' 
fetter  upon  industry.  But  in  other  parts  of  the  article  in 
the  Neue  Rheinische  Zeitung,  from  which  these  quotations 
are  taken,  he  considers  that  the  passage  of  the  ten-hour 
act  was  "  a  good  fortune  for  the  laborers,"  not  only  because 
this  measure  ''  satisfied  an  imperious  physical  want  of  the 
workmen,  by  affording  them  some  protection  against  the 
exploiting  rage  of  the  mill  owners,"  but  also  because  it  stim- 
ulated their  class-consciousness  and  '^  delivered  them  from  all 
solidarity  with  the  reactionary  classes  of  England."  *  "  The 
ten-hour  act,"  he  adds,  "is  a  physical  necessity.  With- 
out it,  the  whole  living  generation  of  English  laborers  will 
be  physically  disabled."  *  No  doubt  the  particular  bill  that 
had  been  passed  in  1847  with  the  support  of  Sadler,  Oastler, 
and  Lord  Ashley  was  imtenable,  because  reactionary.  But, 
continues  Engels,  as  soon  as  the  laborers  will  be  in  a  position 
to  pass  a  similar  act  of  their  own,  without  being  obliged  to 
depend  on  the  support  of  any  but  their  own  representatives, 
then  such  a  measure  will  no  longer  be  "  reactionary,"  but 
"  revolutionary."  '  In  other  words,  Engels  looks  upon  labor 
legislation  as  reactionary  and  imtenable  when  imposed  by 
those  who,  from  more  or  less  altruistic  motives,  favor  it  as 

I  Mehring,  Op.  dt.,  toI.  iii.  p.  887. 
«  Loo.  eii..  p.  392. 
*  Loo.  dt.,  p.  393. 
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a  means  of  regulating  competition  in  a  capitalist  world. 
He  considers  it  a  revolutionary  progress,  however,  when 
demanded  and  obtained  solely  by  those  who,  in  their  own 
interest,  would  abolish  competition  by  overthrowing  the 
existing  order.^ 

I  do  not  say  that  this  is  a  tenable  position,  but  I  deny  that 
any  one  who  takes  it  can.  fairly  be  accused  of  being  opposed 
to  factory  laws.  If  this,  then,  was  Engel's  attitude,  and  if 
we  were  justified  in  taking  it  as  a  clue  to  Marx's  opinions,  we 
certainly  could  not  conclude  that  Marx  was  "  against  the 
ten-hour  bill."  We  must  therefore  doubt  whether  Professor 
Simkhovitch  has  proved  his  contention.  If  Marx  was 
opposed  to  labor  legislation  in  the  forties.  Professor  Simkho- 
vitch has  certainly  not  shown  it. 

But  may  it  be  shown  on  other  grounds  ?  As  far  as  I  am 
aware,  Marx,  in  his  early  writings,  never  expressed  himself 
clearly  on  this  point.  He  mentions  the  ten-hour  bill  agitation 
in  his  Poverty  of  Philosophy  in  1847  *  and  in  his  Free  Trade 
speech  of  1848.*  He  shows  how  the  British  laborers  over- 
came their  employers'  opposition  to  the  bill  by  forming 
an  alliance  with  the  landlords;  but  he  says  nothing  either  in 
approval  or  in  criticism  of  their  attitude.  The  same  is  true  of 
the  allusion  made  to  the  bill  in  the  Communist  Manifesto,^ 
in  which  I  am  unable  to  detect  the ''  sneer,"  which  so  grieves 
Mr.  Spargo.'^  In  an  article  which  Marx  published  in  the 
Neiie  Rheiniache  Zeitung  in  the  early  months  of  1849,  he 
declared  that  "  all  revolutionary  uprisings  ...  are  doomed 
to  failure  until  the  revolutionary  labor  party  triumphs  and 
that  all  social  reforms  will  remain  Utopias  until  the  proleta- 
rian revolution  and  the  feudal  counter-revolution  clash  in  a 

>  The  same  view  is  exprened  by  Engela  in  Die  Heilige  Familie  oder  Kritik  der  Krit* 
ieehen  Kritik,  1844,  reprinted  in  Mehring,  op.  cit.,  vol.  ii,  p.  109.  and  in  Die  Lage 
der  Arbeitenden  Klaese  in  England.  1845,  2d  ed.,  1892.  p.  178. 

>  American  edition,  p.  S3. 

*  Cf.  the  EngUah  translation  published  as  Appendix  III  to  the  American  edition  of 
the  Poverty  of  Philosophy,  p.  216. 

«  Section  I,  Bourgeois  and  Proletarian. 

*  Spargo,  loc.  rit.,  p.  332. 
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world  war."  *  But  I  very  much  doubt  whether  this  rhetoric, 
directly  inspired  by  the  discouraging  experiences  of  1848, 
can  be  looked  upon  as  a  faithful  expression  of  Marx's  policy 
and  especially  whether  this  ill-humored,  wholesale  dis- 
paragement of  social  reform  necessarily  implies  a  conscious 
hostility  to  the  legal  limitation  of  the  hours  of  labor  in  fac- 
tories.* 

To  summarise  and  to  conclude:  According  to  Professor 
Simkhovitch,  Marx  was  hostile  to  labor  legislation  in  the 
forties  and  became  inconsistent  by  favoring  it  in  the  sixties. 
No  doubt  the  strong  advocacy  of  labor  legislation  which 
appears  in  Marx's  works  after  1864  is  inconsistent  with  a 
strict  belief  in  economic  determinism  and  with  what  Bern- 
stein has  called  Marx's  castastrophic  view  of  evolution. 
But  as  I  find  no  explicit  repudiation  of  factory  laws  in  his 
early  writings,  I  see  no  reason  for  believing  that  he  became 
inconsistent  and  that  he  had  not  already  been  so  in  1848. 
The  inherent  dualism  in  Marx's  social  philosophy,  which 
various  authors  have  pointed  to,'  I  look  upon  as  a  heritage 
which  he  accepted  from  two  opposing  schools  of  thought 
before  1848,  and  not  as  the  result  of  later  influences.  Like 
all  economists  of  his  day,  —  conservatives,  socialists,  as  well 
as  liberals,*  —  Marx  was  greatly  impressed  with  the  beneficial 
effects  that  attended  the  extension  and  more  rigid  enforce- 
ment of  the  British  Factory  Acts  after  1850,  and  it  is  quite 
certain  that  they  led  him  to  lay  more  stress  on  these  reforms 
in  Dds  Kapital  than  he  had  done  in  his  earlier  works.  But 
until  some  conclusive  evidence  is  produced  in  favor  of  the 
contention  that  Marx  was  ever  "  against  the  ten-hour  bill," 
I  see  no  grounds  for  accusing  him  of  having  ''  chained  his 

1  Reprinted  under  the  title  Lohnarbeit  und  Kapital,  Berlin,  1900.  p.  15. 

>  Professor  Simkhovitoh  apparently  shares  these  doubts,  as  he  does  not  quote  this 
in  support  of  his  contention. 


*  As  Andler,  in  the  passages  above  referred  to;  Bernstein  in  Die  Vorauasetsuncm 
des  Sosialismus  und  die  Aufgaben  der  Sosialdemokratle  1899,  pp.  30  et  seq. ;  and  Oeof|e« 
Sorel  in  La  decomposition  du  marziame,  2d  cd.,  1910,  pp.  30  et  seq. 

*  The  most  remarkable  example  of  this  was  Nassau  Senior,  whose  famous  oonvenioB 
to  a  belief  in  labor  legislation  so  delighted  Marx.  Cf.  Das  Kapital,  vol.  i,  4th  ed., 
1890,  pp.  100,  499. 
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hostile  attitude  toward  the  factory  acts  and  toward  labor 
legislation  in  general." 

This  question  would  hardly  deserve  discussion,  did  it  not 
relate  to  the  opinions  of  a  man  who  iniSuenced  the  economic 
and  social  thought  of  the  19th  century  more  deeply  perhaps 
than  any  of  his  contemporaries.  But,  when  they  concern 
Marx,  even  details  are  significant  and  minute  accuracy  is  not 
superfluous. 

W.  E.  Rappard. 

Harvard  Univbrsfty. 


RAILWAY  RATES  AND  JOINT  COST 

I  submit  a  few  sentences  in  reply  to  Professor  Taussig's 
interesting  note  entitled  "  Railway  Rates  and  Joint  Cost 
Once  More,"  which  appeared  in  the  February  issue  of  this 
Journal.  Professor  Taussig  argues,  as  I  understand  him, 
that  transport  of  copper  and  transport  of  coal  may  rightly 
be  regarded  as  "  joint  products,"  because  they  are  supplied 
to  separate  groups  of  demanders  with  separate  demand 
schedules.  In  this  respect,  he  holds,  this  relation  is  analogous 
to  that  subsisting  between  cotton  fibre  and  cotton  seed, 
which  is  generally  agreed  to  be  one  of  joint  supply.  Now, 
if  there  were  involved  in  this  discussion  merely  a  question 
of  definition,  it  would  ill  become  me  to  quarrel  with  the  way 
in  which  a  writer  of  Professor  Taussig's  high  authority 
prefers  to  use  economic  terms.  But,  as  it  seems  to  me, 
something  more  than  a  question  of  definition  is  involved. 
In  the  case  of  cotton  fibre  and  cotton  seed,  different  prices 
per  pound  of  the  two  commodities  would  come  about  in 
conditions  of  equilibrium,  even  tho  cotton  were  grown  by 
a  large  number  of  competing  sellers.  But,  in  the  case  of 
copper  transport  and  coal  transport,  eqiLai  prices  per  pound 
would  come  alone  in  these  circumstances.  If,  therefore, 
what  would  happen  under  free  competition  be  taken  pro- 
visionally as  the  standard  of  what  is  socially  desirable,  that 
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kind  of  joint  supply  which  prevails  between  cotton  fibre 
and  cotton  seed  justifies  discriminating  prices,  but  the  kind 
of  joint  supply  which  prevails  between  copper  transport 
and  coal  transport  does  not  justify  them.  When  the  second 
kind  of  joint  supply  prevails,  discriminating  prices  can  only 
be  justified,  for  the  standpoint  of  society,  by  a  proof  that 
what  would  happen  under  open  competition  ought  not, 
in  such  special  case  as  we  may  be  considering,  to  be  taken 
as  the  standard  of  what  is  socially  desirable.  This  dis- 
tinction seems  to  me  to  be,  from  the  standpoint  of  practice, 
fimdamental.  The  presence  of  the  first  kind  of  joint  supply 
justifies  price  arrangements  which  the  presence  of  the 
second  kind  does  not  justify.  Is  there  not  a  real  danger  of 
confusion  if  the  term  joint  supply  is  used  indifferently  of 
both  these  kinds,  and  is  it  not  better  to  confine  the  term, 
as  I  have  done,  to  the  first  kind  only  ?  In  my  book,  WeaUh 
and  Welfare,  I  ventured  to  suggest  that  Professor  Taussig 
had  himself  been  led  into  a  confusion  in  this  way.  In  that 
suggestion  it  may  well  be  that  I  was  wrong,  and  I  certainly 
wrote  with  an  undue  assurance.  Our  difference,  I  now  be- 
lieve, is  one  of  words  rather  than  of  substance.  At  heart 
I  like  to  hope  that  this  is  so;  for  to  feel  that  one  differs  in 
substance  from  Professor  Taussig  is  to  experience  a  much 
diminished  confidence  in  one's  conclusions. 

A.  C.  PiGOU. 
King's  Colleqb,  Cambbidge,  England. 


I  express  with  hesitation  any  remaining  difference  of 
opinion  with  one  so  courteous  and  competent  as  Professor 
Pigou.  Yet  it  would  seem  that  I  failed  to  make  my  meaning 
clear.  I  had  not  meant  to  argue,  as  Professor  Pigou  under- 
stands me  to,  that ''  transport  of  copper  and  transport  of  coal 
may  rightly  be  regarded  as  joint  products,  because  (the  italics 
are  mine)  they  are  supplied  to  separate  groups  of  demanders 
with  separate  demand  schedules."  The  fact  that  they 
are  supplied  to  separate  groups  of  demanders  merely  shows 


Digitized  by 


Google 


NOTES  AND  MEMORANDA  537 

that,  tho  both  dubbed  **  transport/'  they  do  not  constitute 
a  homogeneous  commodity.  As  Professor  Pigou  remarks  in 
Wealth  and  Welfare  (p.  217),  ''  joint  supply  implies  the  pres- 
ence of  at  least  two  sorts  of  things."  But  this  presence 
of  two  sorts  of  things  does  not  by  itself  bring  about  the 
conditions  of  joint  supply.  The  two  sorts  of  things  must 
be  produced  at  joint  cost,  as  in  the  familiar  example  of  cotton 
fibre  and  cotton  seed.  Now  I  am  convinced  that  the  con- 
ditions of  supply  for  railway  transport  are  preponderantly 
joint.  The  plant  —  almost  all  of  it  —  is  used  for  the  traffic 
as  a  whole,  without  any  possibility  of  allocating  any  part 
of  this  constituent  part  of  supply  price  to  one  or  another 
item  or  class  of  traffic.  More  than  half  (a  moderate  estimate) 
of  the  operating  expense  is  also  incurred  for  the  traffic  as 
a  whole.^  It  is  not  clear  to  me  how  far  Professor  Pigou  would 
admit  this  to  be  the  case,  —  whether  he  thinks  that  railway 
transport  is  carried  on  in  fact  under  the  conditions  of  joint 
supply.  Nor  is  it  clear  to  me  whether  he  still  maintains, 
as  he  did  in  Wealth  and  Welfare  (pp.  216,  217),  that  ''  the 
carriage  of  tons  of  different  things  from  A  to  Bis  (the  italics 
are  Professor  Pigou's)  a  single  homogeneous  conunodity  .  •  . 
one  sort  of  thing  and  one  only." 

Professor  Pigou  believes  that  "  in  the  case  of  copper 
transport  and  coal  transport,  equal  prices  per  pound  would 
come  alone  under  these  circumstances  "  [a  large  number 
of  competing  sellers].  They  would,  if  each  sort  of  transport 
were  conducted  quite  by  itself;  for  example,  if  it  were  done  by 
dray-carts.  Then  the  charge  per  unit  of  weight  and  dis- 
tance would  doubtless  be  the  same  on  copper  and  on  coal. 
But,  as  I  have  just  said,  transport  by  railway  is  not  of  this 
simple  kind.  Hence  it  does  not  seem  to  me  that,  even  if 
there  were  competing  sellers,  railway  rates  would  necessarily 
or  probably  be  the  same  on  two  such  articles. 

The  question  involved  in  this  interchange  of  opinions 
seems  to  me  not  merely  one  of  definition  or  of  theoretical 
nicety.     It  bears  on  large  problems  of  legislation  and  admin- 

>  See  the  recent  ■ummwy  of  the  evidence  on  this  f Amiliar  topic  in  Ripley*  Rail- 
lOftds  Chapter  n. 
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istration.  Our  Interstate  Commerce  Comimiasion,  for  ex- 
ample, is  now  trying  to  divest  railways  of  monopoly  adjmicts. 
They  are  so  to  conduct  their  business  as  to  get  a  competitive 
return  and  no  more.  This,  I  take  it,  is  what  is  meant  at  bot- 
tom by  requiring  "  reasonable  "  rates  and  allowing  "  fair  " 
earnings.  Suppose  this  policy  to  be  carried  out  consistently 
and  unfalteringly:  would  all  rates  be  reduced  to  a  imiform 
basis  per  ton  per  mile  ?  would  a  ''  natural "  system  be 
the  logical  outcome  ?  would  the  classification  of  goods 
disappear,  or  be  allowed  only  so  far  as  resting  on  specific 
differences  in  cost  of  carriage  7  If  classification,  ''  dis- 
criminating "  rates,  charges  based  on  "  value  of  service " 
are  the  results  essentially  of  monopoly,  as  Professor  Pigou 
contends,  they  must  go  with  the  inhibition  of  monopoly 
exploitation.  But  if  they  are  the  results  mainly  or  largely 
of  joint  supply,  they  may  remain  even  tho  railwa3r8  are 
compelled  to  conduct  their  traffic  on  the  same  principles 
as  competitive  industries. 

F.  W.  Tausbio. 
Harvard  UNiVBBsrrT. 
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THE  PROPOSED  INCREMENT  TAX  FOR 
NEW  YORK 

In  the  spring  of  1911  Mayor  William  J.  Gaynor  of  New 
York  City  appointed  a  Commission  of  five  citizens  to  ascer- 
tain and  report  upon  new  sources  of  city  revenue.  After 
nearly  two  years  of  investigation  and  deliberation  the 
Commission  rendered  its  report  on  January  11,  1913.  Its 
recommendations  cover  some  thirty  different  measures  and, 
if  adopted,  would  add  inmiediately  between  four  and  five 
millions  of  dollars  to  the  city's  income.  The  most  important 
recommendation,  and  that  which  has  attracted  most  atten- 
tion, provided  for  a  perpetual  tax  of  one  per  cent  on  the 
future  increases  of  land  values.  During  the  last  decade 
the  assessed  valuation  of  land  in  New  York  City  has  increased 
at  the  average  rate  of  one  hundred  and  fifty  million  dollars 
per  year.  Assuming  that  this  rate  of  increase  will  be  main- 
tained in  the  future,  the  proposed  increment  tax  would  yield 
a  revenue  increasing  on  the  average  by  one  million  and  a 
half  every  year,  so  that  in  the  twentieth  year  it  would 
amount  to  nearly  thirty  million  dollars. 

In  New  York  City  real  estate  constitutes  the  source  of 
about  seventy-five  per  cent  of  the  municipality's  revenue. 
The  remainder  is  drawn  from  a  personal  property  tax,  of 
which  less  than  fifty  per  cent  of  the  levy  has  proved  collec- 
tible; from  rentals  of  city  property  and  franchises;  and 
from  fees,  fines  and  licenses.  It  was  popularly  supposed 
that  the  Commission,  taking  into  account  the  fact  that 
real  estate  was  already  heavily  taxed,  would  look  exclusively 
to  other  sources  for  new  revenue.  The  recommendation 
of  an  unearned  increment  tax  has,  therefore,  aroused  vigorous 
protest  from  real  estate  interests,  who  insist  that  the  imposi- 
tion of  such  a  tax,  particularly  at  a  time  when  the  real 
estate  market  is  depressed,  would  cause  a  depreciation  of 
land  and  result  in  a  foreclosure  of  many  mortgages. 

The  following  Section  from  the  Commission's  Report 
discusses  the  nature  of  the  proposed  tax  and  the  manner 
of  its  levy:  — 
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A.  An  Unearned  Increment  Tax  on  FtUure  Increases 
in  Land  Values 

The  attention  of  the  Commission  was  early  called  to  the  desira- 
bility and  justice  of  a  tax  upon  what  is  called  the  unearned  incre- 
ment of  IflJid  values.  During  the  last  decade  some  form  of  this 
tax  has  received  legislative  approval  in  several  foreign  countries, 
notably  Germany  and  England.  Oar  study  of  the  experience  of 
foreign  cities  with  this  tax,  and  of  the  arguments  upon  which  it 
is  based,  has  convinced  us  that  it  should  be  adopted  in  New  York 

aty. 

We  do  not,  however,  favor  the  methods  of  levy  and  collection 
which  have  thus  far  been  followed  in  other  countries.  There  the 
law,  as  a  rule,  provides  that  the  tax  shall  be  collected  only  upon 
the  sale  or  transfer  of  a  piece  of  land,  and  the  rate  of  the  tax  varies 
both  with  the  amount  of  the  increase  in  value  and  with  the  number 
of  years  that  have  elapsed  since  the  last  preceding  sale  or  transfer. 
This  method  seems  to  us  needlessly  cumbersome.  Furthermore, 
the  yield  from  the  tax  so  levied  and  collected  is  neither  regular 
nor  uniform,  and  does  not  make  possible  a  satisfactory  budget 
forecast. 

It  seems  to  us  most  important,  both  for  the  municipality  and  for 
the  owner  of  land,  that  an  increment  tax  should  be  of  the  simplest 
nature  possible,  that  the  approximate  amoxmt  of  its  yield  should 
be  easily  calculable,  that  it  should  yield  a  steady  and  increasing 
return,  and  that  it  should  not  xmduly  strain  the  cash  resources  of 
the  taxpayer. 

We,  therefore,  recommend  an  increment  tax  of  one  per  cent 
per  annum  to  be  perpetual  upon  all  increments  of  land  values  as 
shown  by  comparison  with  the  assessed  valuations  of  the  year  1912, 
and  to  be  in  addition  to  the  general  tax  levied  upon  all  real  estate. 
If,  for  instance,  the  assessed  value  of  a  piece  of  land  rises  from 
$100,000  in  1912  to  $110,000  in  1913,  the  owner  would  be  called  on 
to  pay  the  general  tax,  say  at  the  rate  of  1.83,  which  would 
amount  to  $2,013,  and  in  addition  the  increment  tax  of  one  per 
cent  of  $10,000,  or  $100. 

Such  an  increment  tax  would  be  a  levy  in  peri)etuity  upon  aQ 
forms  of  economic  rent  hereafter  created  by  the  growth  of  the 
City.  In  this  respect  it  differs  radically  from  the  tax  in  force  in 
foreign  countries.  In  Germany  and  England  the  increment  tax, 
varying  from  ten  to  forty  per  cent,  is  levied  once  for  all  on  the  capital 
value  of  the  land.  The  owner  of  land,  having  once  paid  the  tax, 
is  entitled  thereafter  in  perpetuity  to  the  entire  yield  or  rent.  We 
believe  it  a  wiser  policy  for  the  City  to  retain  a  perpetual  claim 
upon  the  yield  or  rental  value  of  the  increment,  for  then  it  will 
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oommand  a  source  of  increasing  revenue  that  will  not  bear  oppres- 
sively upon  the  taxpayer. 

The  proposed  tax  should  not  be  levied  upon  any  increment 
which  results  from  the  labor  or  expenditures  of  the  own^.  If 
land  appreciates  because  of  improvements  paid  for  by  the  owner, 
such  as  grading  and  clearing,  or  connections  for  watar,  light  and 
sewage,  or  street  openings,  paving,  etc.,  such  an  increment,  to  the 
extent  that  it  represents  capital  invested  by  the  owner,  would  not 
be  subject  to  the  tax.  We  propose,  in  short,  that  the  tax  shall  be 
levied  upon  only  the ''  unearned  "  increment,  which  results  from  the 
growth  of  the  City  and  from  improvements  made  by  the  City  or  by 
others  than  the  owner  himself. 

If,  therefore,  the  value  of  a  piece  of  land  should  rise  from  $100,000 
in  1912  to  $110,000  in  1913,  and  the  owner  can  show  that  he  has 
expended  $4,000  in  permanent  improvements,  either  upon  his  own 
initiative  or  in  payment  of  special  assessments  levied  by  the  mimio- 
ipality,  he  would  be  subject  to  an  increment  tax  on  only  $6,000; 
and  thereafter  the  base  valuation  of  the  land,  from  which  future 
increments  would  be  calculated,  would  be  $104,000  instead  of 
$100,000. 

The  present  owners  of  land  in  the  City  cannot  object  that  the 
proposed  tax  would  produce  any  material  effect  upon  values. 
Assuming  that  land  values  now  represent  a  capitalization  of  income 
on  a  basis  of  five  per  cent,  the  present  tax  rate  of  1.85  is  equal  to 
twenty-seven  per  cent  of  the  income  from  land  and  is  responsible 
for  a  corresponding  permanent  depreciation  in  the  market  value 
of  land.  Aa  increment  tax  of  one  per  cent  would  be  equivalent 
to  the  annual  appropriation  of  only  about  12.5  per  cent  of  the 
increased  yield  or  rent  underlying  the  increment  of  capital  value. 
It  would  slightly  retard  the  advance  of  values,  but  would  have  no 
effect  whatever  upon  the  market  value  of  land  whose  rent  is  sta- 
tionary or  declining.  It  should  be  noted,  however,  that  in  the  long 
run  such  an  increment  tax  would  tend  toward  the  reduction  of  the 
general  tax  rate  and  so  toward  a  general  appreciation  in  the  case 
of  all  land.  The  potential  or  speculative  value  of  vacant  land  in 
some  cases  might  be  slightly  depressed  by  the  imposition  of  an 
increment  tax,  for  the  value  of  such  land  sometimes  represents 
in  part  the  capitalisation  of  an  expected  increment.  The  tax, 
however,  would  be  so  small  a  part  of  the  increment  that  it  practically 
would  be  a  negligible  factor  as  between  buyer  and  seller. 

The  average  increase  in  the  land  values  of  New  York  City  during 
the  past  decade  was  about  $150,000,000  a  year.  On  that  basis  an 
increment  tax  of  one  per  cent  would  yield  in  the  first  year  a  revenue 
of  $1,500,000;  m  the  second  year,  $3,000,000;  in  the  third  year, 
$4,500,000;  in  the  fourth  year,  $6,000,000;  and  so  on,  until  in  the 
tenth  year  its  yield  would  approximate  $15,000,000. 
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Land  in  New  York  City  is  assessed  as  nearly  as  possible 
at  its  market  or  selling  value,  without  r^ard  to  the  rental 
which  it  actually  yields.  In  theory,  at  least,  unimproved 
land  is  taxed  as  heavily  as  that  which  is  improved.  Grant- 
ing, therefore,  that  the  assessments  are  made  honestly  and 
intelligently,  an  unearned  increment  tax  can  be  applied 
equitably  to  all  classes  of  land  within  the  city  limits.  In 
European  cities,  where  taxes  are  based  upon  actual  yield  or 
rental,  a  tax  thus  levied  would  of  course  be  inequitable. 

On  account  of  the  rapid  shifting  of  the  population  of 
New  York  City,  due  to  the  construction  of  subways  and  other 
means  of  transportation,  real  estate  in  some  sections  of  the 
city  is  declining  in  value  and  almost  in  the  same  proportion 
is  increasing  in  other  sections.  It  is  impossible,  when 
improvements  are  made,  to  determine  by  special  assessment 
the  extent  to  which  certain  pieces  of  property  will  be  bene- 
fited, and  of  course  no  effort  is  made  to  determine  the 
depreciation  that  will  be  caused  in  other  quarters  by  the 
resultant  shifting  of  business  or  population.  The  proposed 
increment  tax  would  have  the  effect  of  increasing  the  tax 
rate  upon  land  benefited  by  the  growth  of  the  city  and  by 
improvements  in  transportation  facilities,  and  would  make 
possible  at  the  same  tune  the  lowering  of  the  rate  of  taxation 
on  the  property  that  suffered  from  such  developments. 
It  would,  in  other  words,  change  the  impact  of  the  real  estate 
tax,  making  it  bear  heaviest  upon  those  best  able  to  pay  it. 

The  tax  rate  in  New  York  City  in  1912  was  1.85  per  cent. 
Such  a  rate  is  manifestly  an  important  factor  in  fixing  the 
market  value  of  a  piece  of  land.  Since  the  proposed  incre- 
ment tax  would  have  the  net  effect  of  increasing  the  tax 
rate  upon  land  benefited  by  developments  in  the  future, 
and  of  lowering  the  rate  upon  land  not  so  benefited,  its 
tendency  would  be  to  check  speculation  in  the  first  class  of 
land  and  to  sustain  the  market  value  of  the  second. 

It  is  worth  noting  that  the  Commission  does  not  recom- 
mend that  any  percentage  of  increase  in  land  values  shall 
be  exempt  from  the  tax.  It  does  not  proceed  upon  the 
assmnption  that  an  owner  of  land  is  entitled  to  four  or  five 
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per  cent  upon  his  investment  whether  or  no  he  improves 
his  property.  The  assumption,  on  the  contrary,  is  that 
a  land  owner  in  the  city  gets  a  fair  return  upon  his  invest- 
ment if  his  land  is  improved,  and  that  he  is  not  entitled  to 
any  return  if  it  is  unimproved. 

Underlying  the  proposed  tax  is  the  assumption  that 
property  will  be  fairly  assessed.  The  proposed  tax  is 
criticized  upon  the  ground  that  this  assumption  is  unwar- 
ranted ;  it  behig  held  that  the  inducement  to  corrupt  assessors 
would  be  irresistible.  Evidently  the  efficiency  and  justice 
of  the  tax  must  depend  upon  the  honesty  and  intelligence 
of  the  assessment  board.  This  is  true,  however,  of  the  taxes 
now  levied  in  New  York  City,  and  the  increment  tax  would 
add  little  to  the  incentive  to  secure  undervaluation  by  cor- 
rupt means. 

Joseph  French  Johnson. 

Nsw  York  IJinvsBsrrT. 
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MARGINAL  UTILITY  AND   MARGINAL   DIS- 
UTILITY AS  ULTIMATE  STANDARDS 
OF  VALUE 

SUMMARY 

The  current  theory  of  value  fails  to  take  account  of  inequality,  547. 
— Value  as  a  "  ratio  in  exchange  "  to  be  qualified,  549.  ~  Utility  aa  the 
ultimate  standard  of  value,  552.  —  Disutility  as  the  ultimate  standard ; 
labor,  557.  ~  The  sacrifices  of  capitalists,  560. — The  valuation  of  ser- 
vices, 462.  —  Non-competmg  groups,  569.  —  Conclusion  :  The  ultimate 
standard  of  value  does  not  exist  in  a  modem  society,  575. 

In  the  familiar  marginal  utility  theory  of  value  now 
current)  it  has  been  frequently  true  that  only  passing 
attention  has  been  paid  to  the  effect  of  inequalities  of 
income,  and  to  the  greater  or  less  degree  of  concen- 
tration of  property  rights,  in  discussing  social  and 
individual  utility,  and  disutility.  A  text  for  the  ensuing 
discussion  m^y  be  found  in  a  quotation  from  Marshall's 
chapter  on  value  and  utility.^  The  marginal  note 
gives  the  substance  of  the  discussion  briefly:  "  In 
regard  to  different  people  allowance  may  have  to  be 
made  where  necessary  for  differences  of  sensibility  and 

>  ManhaU.  PrindplM  of  Eoonomies,  ad.  4. 1808.  Book  III,  eh.  ri,  aao.  3,  p.  205-208. 
For  a  later  diaeuaaion  wHh  careful  eaution  aa  to  the  effeet  of  hieqaality.  of.  Tauaiig. 
Prindplea  of  EooDomlea,  eh.  is,  poMtai,  eep.  aee.  5. 
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for  di£ferences  of  wealth;  but  it  is  sddom  needed  in 
considering  large  groups  of  people."  The  section 
concludes:  ''  On  the  whole,  however,  it  happens  that 
by  far  the  greater  number  of  the  events  with  which 
economics  deals,  affect  in  about  equal  proportions 
all  the  different  classes  of  society;  so  that  if  the  money 
measures  of  the  happiness  caused  by  two  events  are 
equal,  there  is  not  in  general  any  very  great  difference 
between  the  amount  of  happiness  in  the  two  cases. 
And  it  is  on  account  of  this  fact  that  the  exact  measure- 
ment of  the  consumer's  surplus  in  a  market  has  already 
much  theoretical  interest,  and  may  become  of  high 
practical  importance."  ^ 

It  is  this  cavalier  dismissal  of  the  effect  of  ''  dif- 
ferences of  wealth  "  and  "  differences  in  sensibility  " 
that  is  challenged.  Ek^onomic  events  do  not  ''  affect 
in  about  equal  proportion  all  the  different  classes  of 
society."  Nor  is  the  '*  money  measure  "  a  true  measure 
of  the  happiness  caused  by  two  events;  nor  of  the  same 
events  to  two  different  persons,  nor  yet  of  the  marginal 
effect  of  the  event  on  two  different  classes  of  the  society 
or  two  differently  situated  individuals.  The  problem 
of  value  in  a  modem  society  cannot  be  dissociated 
from  the  contemporaneous  degree  of  concentration 
of  wealth;  nor  can  it  be  solved  without  careful  study 
of  the  existing  situation  in  regard  to  concentrated 
control  of  productive  power,  which  means  as  a  result- 
ant, differences  in  income.' 

>  Cf .  GUric,  Difltribution  of  Wealth,  p.  380. 

"  Similarly,  if  all  aodety  acts  in  reality  aa  one  man,  it  make*  auoh  measuramenta 
of  all  oommodities.  and  the  trouble  arising  from  the  faet  of  many  measures  disappears. 
A  market  aeoures  this  result,  for  society  acts  as  a  unit — like  an  individual  buyer.** 

I  Cf.  Davenport:  Value  and  Distribution.  In  Summaiy  of  Doctrine,  p.  571 » 
**  To  different  men,  utilities,  marpnal  utilities  and  subjeetive  worth  are,  as  such, 
inoapable  of  eomparison;  nor  is  it  possible  to  give  to  utility,  marginal  utility,  or  sub- 
Jeetive  worth  expression  or  measurement  in  terms  of  money.  A  maximum  demand 
prioe  expresses  merely  the  equivalenoe  in  point  of  subjective  worth  of  the  thing  bid  for 
and  the  thing  otherwise  to  be  obtained  through  the  purchasing  power.*'  See  also  the 
same  thought,  pp.  312-^13  and  p.  636. 
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Existing  knowledge  and  statistics  on  this  vital  subject 
are  admittedly  defective,  but  for  illustrative  purposes 
the  summary  of  incomes  in  Great  Britain  given  by 
Professor  Taussig  may  be  quoted :  —  » 

1.  No.  of  familieB  having  inoomes  under    £100  6,775,000 

2.  «  « 

3.  «  « 

4.  -  « 

5.  -  « 

6.  «  « 

For  convenience  we  may  designate  class  one  as  poor; 
two  and  three  as  well-to-do;  four  as  moderately  rich; 
five  as  rich;  and  the  sixth  as  the  millionaire  class. 
The  poorest  class,  then,  constitutes  over  87  per  cent 
of  the  population,  reckoning  the  family  as  the  unit; 
the  three  richest  classes  much  less  than  one  per  cent; 
the  well-to-do  classes  nearly  12  per  cent.  To  further 
quote  the  text:  ''  In  a  population  of  43,000,000  about 
5,000,000  belong  to  families  having  an  income  of  one 
hundred  sixty  poimds  a  year  or  more,  and  these  5,000,- 
000  have  about  one-half  of  the  total  income  of  the 
British  people;  the  remaining  38,000,000,  with  incomes 
of  less  than  160  pounds,  have  the  other  half  of  the 
total  income.'^ 

What,  then,  will  be  the  bearing  of  such  inequality  in 
incomes,  and,  as  a  corollary,  of  such  concentration 
in  the  control  of  the  factors  of  production,  on  the  prob- 
lems of  value  ?  Passing  reference  may  first  be  made 
from  the  standpoint  of  value  as  a  ratio  of  exchange 
between  commodities.  It  is  obvious  that  any  influence 
tending  to  level  the  inequalities  by  a  more  equal  dis- 
tribution may  easily  disturb  the  existing  scheme  of 
value  ratios.  If,  for  example,  the  small  millionaire 
class  were  to  be  reduced  to  the  level  of  the  well-to-do 

>  PrinciplM  of  Economics,  vol.  ii,  ob.  54,  sec.  i.  p.  240. 
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and  its  control  of  income  beyond  that  limit  to  be 
distributed  among  the  poor,  automobiles  and  hot  house 
flowers  would  be  over  plentiful  and  their  value  would 
fall  by  comparison  with  all  other  commodities.  On 
the  other  hand,  clothing,  housing,  and  in  general  the 
marginal  purchases  of  the  poor  would  be  scarce  and 
their  value  would  rise  by  comparison  with  all  other 
commodities.  To  state  the  effect  in  different  terms, 
it  will  now  be  worth  while  to  expend  more  land,  labor 
and  capital  to  produce  the  new  marginal  bushels  of 
wheat,  marginal  housing,  and  the  like;  while  it  will 
not  be  worth  while  to  expend  as  much  land,  labor  and 
capital  as  before  to  produce  the  marginal  automobiles 
and  goods  of  luxury.  It  serves  no  purpose  to  multiply 
illustrations  of  this  sort,  since  the  obvious  effect  is  the 
same.  The  conclusion  is  inevitable  that  in  any  modem 
society,  back  of  the  established  exchange  ratios  — 
relative  values  of  goods  of  necessity,  comfort,  and  luxury 
—  lies  the  question  of  the  existing  measure  of  concen- 
tration of  wealth  and  income.  If  the  society  approaches 
near  to  equality,  goods  of  necessity  rank  high;  goods  of 
luxury  are  practically  unvalued,  no  one  buys  them. 
If  it  has  one  per  cent  of  rich  and  12  per  cent  of  well-to-do 
absorbing  half  the  national  income,  goods  of  luxury 
will  be  accounted  of  high  value.  The  ultimate  test 
and  measure  is  the  amount  of  productive  energy  which 
society  considers  it  worth  while  to  expend  on  the  various 
goods.^ 

>  Cf.  Wieaer.  Natural  Vftlue.  pp.  61-62.  "  The  reUUon  of  Natural  value  to  Ex- 
ohao«e  value  u  olear.  Natural  value  k  one  element  in  the  formation  of  Exchance 
value.  It  does  not.  however,  enter  simply  and  thoroughly  into  exchange  value.  On 
the  one  tide  it  ia  determined  by  human  imperfection,  by  error,  fraud,  force,  chance; 
and  on  the  other  ride  by  the  present  order  of  society,  by  the  existence  of  private  prop- 
erty and  by  the  differences  between  rich  and  poor  as  a  consequence  of  which  latter  a 
second  element  mingles  itself  in  the  formation  of  exchange  value,  namely,  purchasing 
power.  In  Natural  value,  goods  are  estimated  simply  according  to  their  marginal 
utility;  in  the  exchange  value,  according  to  a  combination  of  marginal  utility  and 
purohasing  power,  in  As  farmtrt  IuxuHm  art  utimat^  far  toiMr,  and  nsesssenist 
eamparattpdy  mueh  highm'  than  in  ths  loiter.'* 
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Turn  then  to  a  question  which  has  long  exercised 
the  best  talents  of  economists:  what  is  the  ultimate 
standard  of  value  ?  ^  Here  we  find  such  persistent 
lack  of  agreement  as  to  suggest  the  need  of  further 
analysis.  It  is  the  thesis  of  this  paper  that  the  confu- 
sion of  thought  in  value  discussions,  and  the  clash  of 
opinion  as  to  the  relative  importance  of  marginal  cost 
and  marginal  utility  as  determinants  of  value,  are 
alike  due  to  a  lack  of  proper  emphasis  on  the  dominant 
fact  of  inequality  in  modem  societies.  Some  have  more 
power  of  control  over  productive  energy,  some  less. 
As  a  result,  the  attempt  to  apply  either  standard  means 
an  attempt  to  combine  incommensurable  and  incom- 
parable quantities. 

In  regard  to  the  ultimate  standard  of  value,  two 
divergent  explanations  hold  the  field.  One  finds  this 
ultimate  standard  in  the  sacrifice  entailed  in  producing 
goods.  It  is  the  '^  pain  suffered  by  society  as  a  whole 
in  the  final  period  of  daily  labor  [that]  is  the  vUimaU 
imit  of  value."  *  The  other  bases  its  theory  on  the 
satisfaction  conferred  in  the  consumption  of  goods. 
It  answers  the  question  in  a  single  phrase,  using  the 
general  expression  "  human  well-being."  "  The  ulti- 
mate standard  for  the  value  of  all  goods  is  the  degree 
of  well-being  which  is  dependent  upon  goods  in  general. 
If,  however,  we  desire  a  more  concrete  standard,  one 
which  will  give  us  a  more  definite  idea  just  how  goods 
are  connected  with  well-being,  then  we  must  take  not 
one,  but  two,  standards,  which  tho  coordinate  in  theory 
are  yet  of  very  unequal  practical  importance,  because 
of  the  greater  prevalence  of  the  phenomena  in  which 
one  of  them  is  operative;  one  is  the  utility  of  the  good, 

>  CUtfk,  Distribution  of  Wealth,  p.  376.  "  The  entire  study  of  weelth  is  indeed 
menninglfiSB  unless  there  bo  a  unit  for  measuring  it.  for  the  questions  to  be  answered 
are  quantitative.*' 

>  Clark,  Distribution  of  Wealth,  eh.  zxiv.  p.  302. 
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and  the  other  is  the  personal  sacrifice  or  disutility  in- 
volved in  the  acquisition  of  the  good.  The  domain 
of  the  latter  is  much  more  limited  than  we  usually 
think.  In  the  great  majority  of  cases,  even  in  those 
in  which  the  so-called  law  of  cost  undoubtedly  plays 
a  part)  the  final  determination  of  the  value  of  goods 
is  dependent  upon  utility.''* 

Considering  the  utility  standard  first,  it  will  be  well 
to  revert  to  our  classification  of  incomes  in  Great 
Britain  and  endeavor  to  get  a  clear  conception  of  the 
utilities,  and  particularly  the  marginal  utilities  enjoyed 
by  the  individual  members  of  that  society.  First, 
as  to  the  poor,  comprising  38  millions  out  of  the  43, 
and  restricted  in  their  gratification  to  half  the  national 
dividend.  For  these,  the  tale  is  soon  told.  They  can 
enjoy  only  goods  of  necessity  and  these  in  but  scanty 
measure.  Their  food  is  coarse;  their  fare  monotonous. 
In  its  preparation  and  partaking  little  concession  is 
made  to  taste  and  convenience.  Dishes  are  crude  and 
few;  linen  coarse  or  absent.  The  general  environ- 
ment in  which  meals  are  taken  is  often  most  distasteful, 
even  to  those  well  accustomed  to  the  habitations  of 
the  poor.  In  the  same  way  their  clothing  will  be  scanty 
in  supply,  ill  fitting,  and  poor  in  quality.  It  affords 
little  gratification  beyond  tiie  line  of  absolute  necessity. 
Housing  will  be  limited  to  the  minimum  needed  for 
shelter  from  the  elements.  Comfort,  even  decency, 
must  often  be  disregarded.  The  habitation  will  be 
located  in  the  least  pleasant  and  healthful  quarters. 
In  general  the  marginal  utilities  enjoyed  by  this  87 
per  cent  of  the  population  will  rarely  extend  beyond 
the  limits  of  a ''  pain  economy."  Anxious  fear  of  want 
and  suffering  attend  them  daily  and  these  fears  are  not 
infrequently  realized. 

I  Bdlun-Bawerk  in  oonoluding  }ub  wtide  on  "  The  UltimAto  Btandard  o(  Vnlue.** 
Annab  of  the  Amer.  Acad.,  vol.  y,  pp.  207-208. 
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The  second  class,  our  moderately  well-to-do,  sub- 
stitute for  this  meagre  equipment  of  food,  clothing,  and 
housing  both  an  enlarged  supply  and  one  more  refined 
in  quality.  It  is  consumed  with  more  regard  to  the 
refinements  of  taste  and  comfort.  Clothing  is  more 
plentiful  and  comelier.  It  brings  an  income  in  gratified 
vanity  as  well  as  in  the  satisfaction  of  grim  necessity. 
In  their  housing  they  are  less  cramped  for  space.  They 
exercise  freer  choice  as  to  location.  Their  houses 
are  sanitary.  Their  surroimdings  are  moral.  In 
each  of  the  three  prime  necessities,  they  both  spread 
their  initial  purchases  over  a  larger  area  and  carry 
them  through  more  units  before  the  marginal  enjoy- 
ments are  reached.  Moreover,  they  add  new  con- 
sumption and  new  forms  of  income  to  those  possible 
for  the  38  million  poor.  Their  children  are  better 
educated.  They  may  aspire  to  the  training  of  the 
academy  instead  of  being  content  with  the  minimum 
legal  requirement  of  school  attendance.  The  adults 
may  have  some  acquaintance  with  music,  art,  the 
theatre,  and  literature  in  its  cruder  and  cheaper  forms. 
In  short,  life  is  broader  and  more  care  free.  More 
utilities  are  enjoyed  beyond  the  line  of  a  mere  pain 
economy.  More  experience  is  gained  in  the  realm  of 
pleasure  economy.  Their  mar^al  utilities  begin 
at  the  highest  limit  of  the  poor  class  and  extend  still 
higher. 

Similarly  the  conception  must  be  carried  through 
each  of  the  four  other  classes.  In  each,  marginal 
ptu'chases  begin  at  the  highest  limit  of  the  class  pre- 
ceding; the  line  of  marginal  consumption  is  carried 
to  yet  higher  levels.  Each  enjoys  both  more  and  better 
units  of  the  three  fundamental  goods:  food,  clothing, 
and  housing.  Each  adds  new  utilities  beyond  the 
range  of  the  poorer  class.     To  vivify  the  picture  and 
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give  scientific  accuracy  to  the  conception,  we  should 
add  concrete  statement  of  the  marginal  utilities  con- 
sumed by  the  richest  or  millionaire  class.  Of  the  three 
prime  necessities,  food,  clothing,  and  shelter,  they  con- 
sume to  limits  set  by  satiety.  The  best  that  education, 
music,  literature,  art,  and  travel  can  offer  are  theirs. 
Their  final  utilities  are  f oimd  in  such  luxury  goods  as 
automobiles,  yachts,  private  parks,  rare  gems  and 
flowers,  and  benefactions,  rendered  less  or  more  pub- 
licly, to  schools,  libraries,  churches,  and  charities. 

Here  are  non-competing  groups  in  consumption  as 
truly  as  in  production  and  the  importance  of  the  con- 
ception in  economics  is  not  less.  For  the  marginal 
utilities,  in  terms  of  which  it  is  attempted  to  measure 
value,  represent  no  common  terms.  They  are  truly 
incommensurable.  Each  individual  distributes  his 
possible  income  among  his  various  wants  and  reaches 
an  equilibrium  at  the  margin  by  purchasing  more 
units  of  the  goods  satisfying  pressing  wants.  How  far  he 
can  go  in  supplying  his  wants,  or  a  want,  is  determined 
by  his  income  which  again  depends  in  the  last  analysis 
on  his  control  of  productive  power.  Each  class  like- 
wise balances  its  various  wants,  buying  much  or  little 
of  various  commodities  and  establishes  a  line  of 
marginal  utilities  limited  by  the  income  for  the  class 
divided  among  the  members,  again  in  proportion  to 
their  control  of  productive  power.  For  the  society 
as  a  whole  a  similar  process  takes  place  and  a  line  of 
marginal  utilities  is  established.  But  the  bulk,  so  to 
speak,  of  consumption  and  of  total  utility  differs 
widely  with  the  different  classes.  For  each  individual 
among  the  38,000,000  poor  it  is  small  in  basal  area, 
of  modest  hei^t  and,  it  may  be  added,  of  poor  quality 
throughout.  It  comprises  few  goods;  these  are  crude, 
poorly  made  and  inferior.     But  few  units  of  each  may 
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be  enjoyed  before  each  line  of  consumption  impinges 
on  the  marginal  line  fixed  by  the  size  of  the  income. 
Far  differently  in  the  case  of  the  1000  members  of  the 
millionaire  class.  Here  the  base  is  broad.  All  com- 
modities produced  minister  to  their  necessities,  com- 
forty  elegance,  and  vanity.  Of  them  all  they  select 
only  the  best.  Of  each  they  consume  in  greater  meas- 
ure. Most  commodities  yield  many  more  units  before 
their  consumption  is  cut  off  by  the  limiting  margin. 
With  incomes  so  large  they  are  all  but  unlimited  in 
their  consumption. 

How,  then,  will  the  attempt  fare  to  find  in  marginal 
utilities  an  ultimate  standard  of  value,  a  positive 
measure  or  unit  ?  On  this  line  lie  the  final  units  of 
food,  clothing,  and  housing  which  barely  maintain  life 
in  the  very  poor.  Here  are  found  the  final  units  of 
more  appetizing  food,  comelier  clothing,  and  more 
elegant  housing  enjoyed  in  comfortable  seciuity  by  the 
well-to^do.  And  here  are  the  last  units  of  the  same 
goods  consumed  in  wasteful  profusion  and  satiated 
indifference  by  the  rich  and  the  very  rich.  Examples 
may  be  multiplied,  but  these  will  serve  the  turn. 

Let  the  national  dividend  be  impaired  in  any  way, 
e.g.y  by  long  continued  unfavorable  weather  or  by 
impairment  of  land  through  loss  by  conquest  or  through 
exhaustion  of  fertility,  and  the  final  units  of  consump- 
tion for  each  class  and  for  each  commodity  consumed 
will  be  first  foregone.  In  this  sense  they  are  accounted 
of  equal  utility.  But  the  rich  will  be  annoyed;  the 
well-to-do  painfully  inconvenienced;  the  poor  dis- 
tressed. Let  the  contrary  take  place,  and  the  pro- 
ductive power  of  the  society  produce  a  larger  national 
dividend.  The  poor  may  then  add  and  enjoy  more  and 
better  units  of  food,  clothing,  and  housing  on  their 
margin  of  consumption.    To  many  of  them  it  will  mean 
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rescue  from  acute  suffering.  The  well-to-do  may  have 
added  units  representing  long  considered  and  oft  de- 
ferred comforts  and  infrequently  enjoyed  luxuries.  The 
rich  must  exert  their  imaginations  to  find  new  utilities 
worthy  of  consumption. 

Can  the  units  of  utility  lost  or  added  be  said  to  be  in 
any  real  sense  either  equal  or  similar  ?  Society  indif- 
ferently produces  the  added  units  for  either  rich  or 
poor  according  to  their  command  of  income.  But  the 
utility  produced  for  the  gratification  of  the  poor  is  at  a 
low  level,  little  removed  from  the  domain  of  a  pain 
economy.  That  produced  for  the  well-to-do  probably 
yields  the  maximum  of  satisfaction.  The  addition 
to  the  consumption  of  the  millionaire  may  only  add 
to  his  indifference  and  satiety.  The  conclusion  seems 
inevitable  that  it  is  impossible  to  find  the  ultimate 
standard  of  value  in  marginal  utilities,  if  a  society  be 
composed  of  classes  with  so  great  inequality  of  income 
as  exists  today.  The  standard  will  not  be  the  marginal 
utilities  found  in  the  painful  economies  of  the  38,000,000 
poor;  nor  yet  that  of  the  satiated  1000  millionaires. 
It  cannot  fairly  be  the  marginal  utilities  enjoyed  by  the 
12  per  cent  of  well-to-do.  Nor  can  an  average  be  struck 
of  these  essentially  incommensurable  units.  They 
are  irreconcilably  unlike  in  kind  and  quaUty.  No  final 
answer  to  the  centiuy  old  controversy  can  be  found 
here,  and  the  reason  lies  in  the  inequalities  existing 
in  our  modem  society.  Politically,  our  modem  society 
may  be  a  democracy.  Industrially  it  always  grants 
multiple  votes  to  some  more,  and  other  much,  favored 
members.  This  larger  control  they  translate  into 
larger  and  higher  enjoyments,  and  fewer  and  less  painful 
sacrifices. 

This  brings  us  to  the  second  attempted  measure  of 
value:  '^  the  pain  suffered  by  society  as  a  whole  in  the 
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final  period  of  daily  labor."  Here  again,  effort  may  be 
profitably  spent  in  the  attempt  to  gain  a  clear  view  of 
the  concept  needed.  The  labor  supply  of  a  modem 
society  is  an  elastic  one.  In  that  supply  the  family 
is  rightly  to  be  considered  the  sacrificing  unit.  At  a 
maximum,  all  members  above  infancy  may  labor  each 
day  for  a  number  of  hours,  limited  only  by  the  danger 
of  shortening  life  and  thus  reducing  the  labor  actually 
supplied.  The  individuals  composing  it  may  continue 
actively  engaged  until  retired  by  the  last  illness.  The 
poorest  families  approach  nearest  to  this  maximum. 
As  the  income  increases,  the  amount  of  labor  endtired 
is  progressively  reduced.  The  mother  withdraws 
from  active  labor  and  increases  the  family  income  by 
her  efforts  in  adding  comforts  in  the  home.  The 
amoimt  of  child  labor  is  decreased.  A  longer  period 
is  given  to  education  and  training.  Fewer  hours  are 
devoted  to  labor,  more  to  recreation  and  family  life. 
Finally,  holidays  decrease  the  amount  of  time  given 
over  to  labor.  Working  men  demand  a  Saturday 
half  holiday.  Well-to-do  insist  on  an  annual  fort- 
night's vacation  in  addition.  The  classes  with  larger 
incomes  have  weeks  off  semi-annually  or  quarterly, 
while  the  rich  submit  to  but  slight  encroachment  on 
their  leisure  and  self-cult\u«.  Such  a  lessening  of  the 
sacrifices  endured  by  the  family  units  for  production's 
sake  marks  the  rise  of  a  progressive  society.  Equally 
they  mark  the  rise  of  a  family  from  class  to  class. 
The  answer  to  the  question:  does  she  do  her  own 
washing  ?  decides  many  a  family's  place  in  the  social 
estimation.  Has  he  leisure  for  golf  ?  marks  others. 
Here,  too,  rests  the  explanation  of  the  extreme  difficulty 
with  which  any  marked  increase  in  real  wages  takes 
place.  Let  real  wages  in  any  field  rise  and  there 
always  stands  waiting  a  fund  of  potential  labor  to 
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crowd  the  industrial  ranks.  An  extra  week  in  the  year 
from  the  margin  of  indifference  of  the  highest  class; 
an  extra  day  in  the  week  from  the  well-to-do;  an  hour 
overtime  from  the  poor;  some  weeks  of  service  from 
the  girl  or  woman  whose  pride  as  a  member  of  the  lei- 
sure class  is  overcome  by  the  added  remuneration; 
some  additional  child  labor,  a  sacrifice  by  over-tempted 
indigent  parents,  —  and  the  movement  toward  higher 
wage  levels  is  checked. 

Add  to  the  above  conception  of  the  disutility  of  labor 
based  on  the  time  element,  the  familiar  idea  of  its 
relative  disutility  based  on  the  degrees  of  agreeableness 
of  working  conditions  and  on  intrinsic  interest  of  the 
task,  and  the  same  diversity  among  the  sacrifices  of 
various  classes  appears.  Let  the  family  still  be  the 
unit.  The  poor  man  and  his  wife  and  children  endure 
laborious,  monotonous,  and  exacting  toil  under  the 
most  trying  surroundings.  Dirt  and  din  and  stench 
are  habitually  and  inextricably  associated  with  labor 
in  their  thoughts.  Danger,  disease,  and  accident  are 
likewise  of  the  warp  and  woof  of  their  day's  toil.  Let 
any  family  rise  by  sudden  good  fortune  from  the  ranks 
of  poor  to  those  of  the  well-to-do,  and  they  make  all 
haste  to  escape  from  such  disagreeable  and  dangerous 
tasks.  The  class  of  larger  income  has  less  toilsome 
work,  and  less  noisome  surroundings,  with  less  risk  of 
disease  and  accident.  The  rich  labor  only  in  well 
lighted  and  commodious  offices.  They  take  to  them- 
selves the  most  interesting  and  stimulating  of  mental 
labor.  The  millionaires  often  limit  their  contribution 
to  the  disutility  of  labor  to  a  few  days  time  annually 
spent  with  their  managers  and  solicitors.  Their  labor 
is  dispatched  most  pleasantly  as  well  as  expeditiously. 

In  a  manner  very  similar  to  the  arranging  of  the 
marginal  utilities,  the  final  disutilities  impinge  on  the 
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line  of  marginal  social  sacrifices.  They  too  are  gov- 
erned by  the  laborer's  income,  and  this,  it  must  be 
insisted,  depends  in  the  last  analysis  upon  his  control 
of  productive  power.  The  poor  family  gives  many 
hours  per  day,  many  weeks  per  year,  many  years  per 
life  of  the  labor  of  husband  and  wife.  It  gives  much 
labor  of  children  and  dependent  females.  In  each 
separate  item  resides  a  marginal  sacrifice  which  the 
family  would  be  quick  to  withdraw  as  real  income 
increased.  But  little  extra  effort  could  be  supplied 
even  under  the  stimulus  of  largely  increased  reward. 
In  the  realm  of  pain  economy,  the  effort  and  the 
disutility  of  labor  endured  knows  no  limit  short  of  that 
set  by  the  possibilities  of  physical  endtu'ance. 

The  well-to-do  classes  illustrate  the  declining  margin 
of  disutility.  Both  wife  and  husband  work  fewer 
hours,  fewer  weeks  and  fewer  years.  As  the  scale  rises 
the  wife  is  promoted  through  an  increasing  period  to  the 
ranks  of  the  leisure  class.  The  same  is  true  of  the 
question  of  child  labor  and  the  position  of  dependent 
females.  The  agreeableness  of  employment  shows  a 
nice  adjustment  to  the  size  of  income.  It  evidences 
the  position  of  the  family  in  social  estimation  as  it 
measures  their  economic  well-being.  Similarly  for  the 
famiUes  higher  in  the  scale  than  the  well-to-do. 

How  now  will  the  matter  stand  in  a  modem  society, 
with  87  per  cent  of  poor,  12  per  cent  of  well-to-do,  and 
one  per  cent  of  rich  families,  if  we  endeavor  to  find  the 
ultimate  unit  of  value  in  the  '^  pain  suffered  by  society 
as  a  whole  in  the  final  period  of  daily  labor  "  ?  Into 
this  composite  unit  of  value  go  the  most  diverse  of 
elements.  The  ditch  digger,  the  coal  miner,  the  steel 
mill  worker,  and  so  on  through  the  list  of  heavy, 
deadening,  disagreeable  and  dangerous  tasks,  bring 
each  their  final  sacrifice  to  be  reckoned  in  this  socialized 
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"  final  period  of  daily  labor."  Here  they  take  place 
beside  the  "  final  period  "  of  the  well-to-do  farmer, 
artisan  and  merchant.  These  lower  officers  in  the  indus- 
trial ranks  do  not  carry  their  effort  beyond  the  easily 
endurable  strain  of  toil.  They  eliminate  disagreeable 
features.  They  need  not  exact  severe  and  constant 
labor  of  wife  or  children.  But  much  of  effort  goes  into 
the  final  sacrifice  of  the  head  of  the  family,  and  this  is 
reckoned  in  the  total.  The  rich  give  but  little  and 
that  under  conditions  involving  least  sacrifice.  This 
amount  they  stand  ready  to  decrease  as  the  size  and 
security  of  their  income  increases.  But  the  pain  of 
their  final  period  of  daily  labor  is  to  be  placed  in  our 
social  unit  for  measuring  value. 

Can  such  dissimilar  pains  be  added  or  averaged  ? 
Will  the  resultant  unit  be  other  than  highly  arti- 
ficial ?  For  whom  will  it  measure  value  in  a  positive 
sense  ?  For  the  poor  man  impregnated  with  socialistic 
doctrine,  who  sees  his  painful  final  period  outweighed 
by  the  easily  rendered  final  service  of  the  rich,  the  highly 
trained  or  richly  gifted  ?  For  the  rich  who  look  with 
contemptuous  disregard  on  the  stolidly  rendered  and 
meagerly  fruitful  final  effort  of  the  poor  ?  Or  even 
for  the  comfortably  well-to-do  who  proffer  complacent 
advice  to  the  one  class  and  envious  moralizing  to  the 
other  ?  The  unit  proposed  will  satisfy  no  class, 
and  no  individual,  unless  it  be  the  economic  philos- 
opher. It  corresponds  to  no  reality.  It  measures 
values  truthfully  for  no  one  when  incomes  are  un- 
equally divided  due  to  an  unequal  division  of  control 
of  productive  energy. 

The  above  reasoning  is  not  invalidated  by  its  restric- 
tion to  the  pains  of  labor  alone  and  its  failure  to  include 
the  sacrifices  of  the  capitalist  and  landlord.  In  such 
restriction  it  follows  high   authority.      It   loses  in 
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effectiveness  and  strength,  as  well  as  fidelity  to  the 
real  situation,  however,  by  such  omission.  For  if  we 
are  to  use  the  sacrifice  incurred  as  a  measure,  clearly 
the  saving  of  the  capitalist  and  the  abstinence  of  the 
landowner  here  have  a  place  and  the  attempt  to  find  an 
acceptable  unit  of  disutilities  by  reducing  the  diversity 
of  the  elements  involved  is  an  unfair  tampering  with 
the  facts  for  the  sake  of  the  result.  Society  asks  not 
only,  "  Is  it  worth  while  to  labor  more  to  acquire  these 
utilities  ?  "  But  also,  "  Will  it  pay  to  save  more  for 
the  sake  of  maintaining  or  enlarging  the  national 
dividend  ?  "  And  again,  "  Would  it  be  better  to 
restrict  parks,  public  and  private,  golf  grounds,  game 
preserves  and  lawns  and  flower  gardens  for  the  sake 
of  larger  supplies  of  wheat  and  potatoes  ?  "  A  certain 
conmiunity  grew  tobacco  in  its  streets  in  answer  to 
this  last  query.  Many  a  poor  family  endures  a  potato 
patch  in  lieu  of  a  lawn  for  the  same  reason.  On  the 
other  hand,  the  Chancellor  of  the  Exchequer  in  England 
is  reported  as  complaining  of  gentlemen's  parks,  and 
game  preserves  in  the  community  we  select  as  illustra- 
tive, basing  his  objections  on  the  same  reasoning. 

Add,  then,  these  disutilities  to  the  pains  of  labor, 
through  the  various  classes,  and  how  will  the  account 
stand  ?  On  the  score  of  the  sacrifice  of  the  capitalist 
the  question  may  be  an  open  one.  Doubtless  the 
marginal  savers  extend  down  among  the  ranks  of  the 
poor,  and  there  is  direct  personal  balancing  of  the  dis- 
utility of  saving  and  that  of  marginal  labor.  But  many 
families  do  not  save  and  seemingly  cannot.^  At  least, 
they  will  not  without  the  compulsion  of  public  insur- 
ance laws.  Our  society  with  its  inequality  must  often 
balance  the  pains  of  a  non-saving  labor  class  against 

>  TauMic.  vol.  i,  p.  76.  "  The  greater  part  of  the  capitd  owned  and  maintained 
in  modem  oommunitiet  ariaea  from  the  aavinga  of  the  oomparatively  nnall  numbera  of 
the  more  fortunate  c 
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the  disutilities  endured  by  a  saving  labor  class  and, 
still  again,  against  those  of  a  saving  but  almost  non- 
laboring  class.  Are  the  pains  commensurable  ?  Can 
a  unit  be  f otmd  fairly  and  truly  unifying  such  various 
disutilities  ? 

More,  while  some  of  the  marginal  savers  may  be 
laborers,  by  no  means  all  of  the  marginal  savings  are 
here  produced.  Both  classes  of  well-to-do  make  sav- 
ings and  marginal  savings.  They,  too,  produce 
marginal  units  of  capital.  The  disutilities  of  savings 
here  are  rewarded  at  the  same  rates  by  society, — 
cotmted  equally  meritorious  and  exactly  similar  to  the 
pains  attendant  on  the  painfully  acquired  and  sorely 
needed  accimiulations  of  the  poor.  Further,  the 
classes  of  rich  also  make  marginal  savings  which  rank 
in  social  estimation  with  those  of  well-to-do  and  poor. 
The  rich  man  saves  a  marginal  unit  of  capital  in  satiated 
boredom  as  to  present  income  and  careless  indifference 
as  to  an  equally  well  secured  future.  The  well-to-do 
saves  a  marginal  unit  out  of  a  comfortable  present 
income  for  a  fairly  secured  future.  The  poor  saves  a 
marginal  unit  painfully,  through  severe  economizing 
of  a  meager  present  income,  because  of  the  pressure  of 
vivid  anxiety  as  to  his  future  position.  No  class  can 
do  less  or  more.  But  can  these  disutilities  of  saving 
find  a  common  unit  ?  Even  if  so,  can  they  be  con- 
solidated with  the  pains  of  labor?  What  basis  of 
comparison  or  consolidation  can  there  be  between  the 
disutility  involved  in  furnishing  the  productive  energy 
comprised  in  the  marginal  labor  of  the  poorest  families 
and  the  disutility  involved  in  saving  the  marginal 
units  of  capital  fiimished  by  the  richest  families  ? 
The  gap  is  wide  and  unbridged.  One  family  is  driven 
by  grinding  necessity  to  the  last  exactions  of  burden- 
some toil.  The  other  is  impelled  to  careless  saving 
from  sheer  satiety. 
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For  the  abstinence  of  the  landowner,  particularly 
if  one  has  in  mind  the  broad  acres  of  the  English  land 
holding  class,  little  defense  is  attempted.  His  choice 
lies  between  placing  his  lands  in  productive  uses  and 
drawing  an  income  from  that  act  of  abstinence  and 
enlarging  the  bounds  of  his  parks,  golf  grounds  and  game 
preserves.  His  desire  for  these  evidences  of  his  social 
elevation  and  his  pride  in  them,  may  outweigh  the  votes 
of  thousands  for  wider  wheat  fields  and  larger  potato 
patches.  Society  accounts  the  pains  of  abstinence 
of  its  landowning  class  in  continuing  marginal  acres 
in  cultivation,  manufacturing,  and  merchandising,  as 
of  equal  worth  and  dignity  with  the  disutilities  in  the 
production  of  final  imits  of  capital  or  of  labor,  provided 
only  the  resultant  additions  made  to  the  national 
dividend  be  similar.  Such  a  comparison  and  estimation 
is  inevitably  bound  up  in  the  institution  of  private 
property  and  in  the  existing  inequalities  of  wealth. 
If  property  in  land  be  highly  concentrated  and  social 
distinction  largely  reckoned  in  the  extent  and  beauty 
of  private  grotmds,  as  in  England,  the  disutility  of  the 
marginal  abstinence  of  the  landowner  will  be  accounted 
large.  The  contrary  will  be  true  in  France  and  the 
United  States,  where  ownership  rights  are  divided. 
The  poor  man  reaps  no  reward  in  income  for  his  absti- 
nence in  foregoing  the  profit-making  use  of  land.  The 
well-to-do  individuals  get  a  moderate  return  for  carry- 
ing their  withdrawal  of  lands  from  production  to  a 
slight  extent  only.  The  rich  landlord  may  get  all  of 
his  princely  income  as  a  reward  for  his  abstinence  after 
he  has  made  lordly  provision  for  the  private  enjojrment 
of  his  family.  To  each  man  the  reward  for  furnishing 
a  marginal  unit  of  productive  power  is  the  same. 
But,  with  inequality  in  possession,  how  lai^  will  be 
the  difference  in  sacrifices  involved  ?     Yet  this  at- 
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tempted  ultimate  standard  of  value  must  equate  and 
unify  these  diverse  elements. 

Consider,  then,  the  completed  conception  of  the 
proposed  standard.  We  may  paraphrase:  the  dis- 
utilities endured  by  society  in  furnishing  the  final, 
or  marginal,  units  of  productive  energy.  We  must 
consider,  and  unify  in  one  standard,  the  last  pains  of 
landless  and  capitalless  laborers;  the  ultimate  sacri- 
fices of  the  well-to-do,  often  including  marginal  labor, 
marginal  savings,  marginal  abstinence  as  landholders; 
and  the  marginal  disutilities  of  the  rich  where  little 
labor  is  rendered,  large  savings  are  made  and  frequent 
cases  of  disutilities  connected  only  with  the  own^Bhip 
of  lands  challenge  attention.  Is  it  not  obvious  that 
any  attempt  to  combine  such  unlike  factors  in  a  single 
standard  must  fail  ?  Will  it  not  be  even  more  highly 
artificial  than  a  standard  based  on  marginal  utilities  7 
There,  at  least,  we  need  consider  but  one  form  of  en- 
jojrment;  here  are  three  diverse  sacrifices.  Sacrifices, 
moreover,  which  frequently  do  not  meet  in  the  same 
individuals  and  so  are  not,  in  fact,  equated.  The  dis- 
utilities endured  are  unequal  in  quantity,  irreconcilably 
dissimilar  in  quality.  They  are  inconunensurable  and 
cannot  be  reduced  to  any  conunon  denominator. 

The  consideration  of  the  foregoing  discussion  of 
marginal  utilities  and  disutilities,  and,  especially, 
of  the  lack  of  correspondence  between  sacrifice  and 
reward,  leads  naturally  to  the  final  problem  of  this 
discussion:  the  valuation  of  services.  It  raises  the 
problem  of  Marshall's  evil  paradox.  Why  should 
the  most  grievous  marginal  pains  be  rewarded  by  the 
smallest  incomes  ?  Why  do  such  inequalities,  in  final 
disutilities  endured  and  rewards  for  those  sacrifices, 
exist  and  persist  ?  On  what  basis  do  existing  societies 
measure   in   apportioning   incomes  ?      Two   answers 
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have  been  attempted:  marginal  utility  and  marginal 
disutility.  It  is  believed  that  both  fail  because  of  the 
presence  of  marked  inequalities  of  wealth  in  modem 
societies.  Because  of  these  inequalities,  it  is  largely 
true  that  the  various  sacrifices  do  not  meet  in  the  same 
individuals  and  hence  are  not,  as  a  matter  of  scientific 
fact,  compared  and  equated.  It  is  the  felt  need  of 
such  a  weighing  and  equating  of  the  several  sacrifices 
and  in  turn  the  balancing  of  them  against  the  reward- 
ing utilities,  in  the  same  or  equal  individuals,  that 
makes  the  Crusoe  society  ^  so  familiar  a  figure  in 
economic  literature.*  A  more  ambitious  creation, 
avowedly  based  on  this  need  in  any  scientific  analysis 
of  problems  of  valuation,  is  foimd  in  Wieser's  familiar 
conmiunistic  society  and  the  notion  of  Natural  Value 
there  evolved.  Too  frequently  Wieser's  conclusions 
are  used  in  discussions  where  his  basic  hypothesis 
must  be  displaced  by  that  of  a  modem  society  with  its 
concentration  of  control  of  productive  powers. 

>  It  it  Just  M  this  point  that  Clark's  analysis  fails.  Consider  these  paragraphs 
(Distribution  of  Wealth,  p.  390):  '*  But  when  a  man  creates  an  article  and  makes  it 
over  to  society*  the  condition  changes;  for  he  experiences  the  burden  of  the  production 
and  society  gets  the  benefit.  The  final  disutility  of  his  labor  then  stands  in  no  connec- 
tion with  the  final  utility  of  society's  goods.  Though  the  social  organism,  as  a  whole, 
will  woik  tOl  what  it  gets  offsets  what  it  suffers,  will  a  man  also  work  tiU  what  society 
gets  from  him  offsets  what  he  suffers  T  Obviously  when  the  enjoying  falls  to  one  party 
and  the  suffering  to  another,  there  is  no  offsetting  in  the  case.  There  is,  therefore, 
no  equivalence  established  between  the  disutility  of  such  work  and  the  utility  of  the 
product. 

"  Yet  there  is  an  equivalence  between  the  man's  sacrifices  and  his  own  enjoyments. 
The  pain  that  he  undergoes  in  making  his  own  product  is  a  payment  for  other  men's 
products,  for  it  is  the  personal  cost  of  what  he  gets.  In  like  manner,  the  pain  that  all 
other  men  suffer  in  m^irmg  products  for  him  represents  the  cost  to  them  of  what  they 
get  from  him.  Between  cost  and  gain  there  is  still  an  equivalent,  and  it  will  furnish  us 
a  unit  for  appraising  spcdfie  commodities." 

My  criticism  is  simply  that  granting  all  that  is  said,  there  is  no  true  equivalence  of 
cost  and  gain.  In  the  exchange,  cost  to  A  and  gsin  to  A  may  bslance  in  his  own  esti- 
mation  and  the  same  may  be  true  for  B.  But  it  does  not  suffice  to  furnish  a  unit  unless 
both  A's  gain  truly  equals  B's  gain  and  A's  cost  equal  B's  cost.  In  such  case  only 
will  cost  incurred  by  A  or  B  be  truly  equivalent  to  gain  enjoyed  by  B  or  A.  For  inevi- 
tably we  are  comparing  and  uniting  the  income  and  disutilities  of  different  individuals 
drawn  from  different  ( 


I  See,  for  an  example  excellently  well  put,  BAhm-Bawerk's  artide,  op.  dt,  p.  168. 
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Some  hypothesis  like  Wieser's  is  essential  in  order 
that  a  true  balancing  and  equating  of  the  various 
sacrifices  and  of  these  with  the  rewarding  utilities  may 
obtain.  For  purposes  of  exposition  and  contrast, 
and  with  a  view  of  doing  as  little  violence  as  possible 
to  actual  conditions,  we  may  venture  to  create  a  hypo- 
thetical equalistic  society.  In  this  each  member  has 
equal  control  of  land  and  capital.  Say,  for  the  sake 
of  the  discussion,  that  an  enlarged  use  is  made  of 
corporate  ownership.  The  land  is  owned  by  corpora- 
tions in  which  each  citizen  has  equivalent  shares. 
The  capital  is  likewise  in  the  hands  of  corporations, 
with  shares  so  placed  that  each  man  exercises  equal 
influence.  We  may  postulate  equal  training  and  equal 
productive  power  to  each  laborer.  Each  member  will 
be  laborer,  capitalist,  and  landlord.  This  hypoth- 
esis will  not  seem  extreme,  if  we  recall  the  earlier 
quotation  in  which  differences  in  wealth  and  differences 
in  sensibility  are  discounted  to  the  vanishing  point. 
In  our  equalistic  society,  then,  as  in  the  traditional 
Crusoe  societies,  it  would  always  be  true  that  value  of 
product  would  equal  value  of  labor,  would  indeed  be  the 
reward  of  the  labor  or,  to  expand,  of  the  marginal 
disutilities.  Marginal  utility  would  equal  the  marginal 
disutility  of  labor.  For  the  anticipation  of  that  reward 
would  have  stimulated  the  putting  forth  of  that  effort. 
We  may  add  that  the  pains  of  labor  would  be  balanced 
against  and  equated  to  the  pains  both  of  the  saving  of 
capital  and  of  abstaining  from  private  use  of  land. 

Naturally  and  inevitably  so,  for  all  these  sacrifices 
meet  in  the  same  individuals.  The  same,  or  equal, 
individuals  estimate  all  rewards  and  all  pains.  Con- 
sider the  position  of  the  individuals  and  the  society. 
Each  man  may  say:  ''  Labor  is  irksome  and  wearying. 
It  interferes  with  self-culture  and  family  life.     Leisure 
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is  pleasurable  and  stimulating.  It  gives  opportunity 
for  self-culture.  It  enlarges  one's  mental  horizon. 
With  it  life  is  at  once  broader,  more  fruitful  and  pleas- 
anter."  But  he  must  also  say:  ''  If  I  cut  down  my 
working  time,  the  national  dividend  will  decrease.  The 
loss  will  inevitably  be  ascribed  to  my  defection  and  the 
shrinkage  subtracted  from  my  income.''  With  more 
leisure  go  fewer  goods.  True,  omr  citizen  would  have 
rent  and  interest  incomes,  little  afifected  by  his  lessened 
labor.  He  is  better  intrenched  than  the  typical 
modem  laborer.  But  a  similar  line  of  reasoning  runs 
against  the  pain  of  saving  and  abstinence  from  selfish 
use  of  lands.  If  he  finds  the  sacrifice  entailed  by  labor 
too  high,  he  will  equally  rebel  against  a  continuance 
in  the  former  measure  of  these  other  disutilities.  And 
equally  he  will  be  met  by  the  effective  answer  that  each 
defection  entails  an  equivalent  shrinkage  of  his  income. 
There  can  be  no  vicarious  economic  suffering  or  ^'  tm- 
eamed  increment "  in  our  equalistic  society. 

Here,  as  in  the  Crusoe  society,  either  the  marginal 
utility  unit  or  the  marginal  disutility  unit  may  serve 
as  the  ultimate  standard  of  value.  The  marginal  units 
of  gratification  are  equal  and  alike  for  each  final  unit 
of  good  consumed  by  any  individual.  As  a  reasonable 
man  he  has  arranged  his  consumption  to  that  end. 
Equally  the  marginal  units  of  satisfaction  enjoyed 
by  one  man  in  his  consumption  of  final  units  of  a  given 
good  may  be  directly  compared  with,  and  will  be  found 
equivalent  to,  a  similar  consumption  by  any  other 
member  of  the  society.  And,  again,  it  will  be  equiva- 
lent to  the  gratification  enjoyed  by  any  individual  in 
the  society  in  his  final  consumption  of  units  of  all 
other  goods.  As  reasonable  men  enjoying  equal  in- 
comes, they  have  arranged  their  consumption  to  that 
end.     The  line  of  marginal  consumption  and  marginal 
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utility  runs  level  through  this  classless  society.  Here 
are  like,  equal,  and  commensurable  imits  of  pleasure, 
easily  and  fairly  unified  into  one  standard  of  value. 

On  the  pain  side  the  same  situation  would  exist.  Each 
man  has  balanced  the  disutility  of  labor,  of  savings, 
and  abstinence  from  the  selfish  use  of  land,  against  the 
utility  of  the  resultant  additions  to  the  national  divi- 
dend. He  has  measured  the  three  sacrifices  against 
each  other  as  well  and  they  stand  in  equilibrimn.  He 
stands  in  the  same  position  as  all  his  fellows  as  to 
wealth  and  sensibilities,  and  his  estimate  of  his  own 
pains  is  similar  and  equal  to  theirs.  The  line  of  mar- 
ginal disutilities,  likewise  runs  level  through  the  class- 
less society.  Here  are  like,  equal,  and  commensurable 
imits  of  pain  easily  and  fairly  unified  into  our  alter- 
native standard  of  value.  Either  or  both  standards 
may  serve  the  purpose  of  our  detached  social  philos- 
opher seeking  the  ultimate  standard  of  value  for 
measuring  goods  and  services  in  our  equalistic  society. 

But  how  will  he  fare  if  he  carry  his  lantern  to  our 
modem  England  with  its  one  per  cent  of  rich,  12  per 
cent  of  well-to-do,  and  87  per  cent  of  poor  families  ? 
Will  the  same  standard  serve  ?  Professor  B5hm- 
Bawerk  pins  his  faith  to  the  one;  Professor  Clark  to 
the  other;  Professor  Marshall  to  either  indifferently. 
Can  the  detached  social  philosopher  accept  any  one 
of  these  answers  as  indicating  the  correct  measure  of 
values  ?  Or  must  he  continue  a  ''  perplexed  philos- 
opher "  ?  Manifestly,  conditions  are  widely  different 
from  those  existing  in  our  supposed  classless  societies  : 
the  traditional  Crusoe  and  the  hypothetical  equalistic. 
Our  detached  observer  will  analyse  the  process  of  the 
valuation  of  goods  and  services  in  a  modem  society 
comprehending  inequalities  of  wealth  and  resultant 
inequalities  of  income.     He  will  endeavor  to  apply  his 


Digitized  by 


Google 


MARGINAL  UTILITY  669 

standards  derived  from  the  societies  in  which  inequality 
does  not  exist.  He  will  see,  as  it  were,  a  great  market 
in  which  services  are  profifered  for  sale,  their  values 
reckoned  and  the  reckoning  paid  in  terms  of  real 
income,  i.  e.,  enjoyment.  Here  come  laborers,  capital- 
ists and  landowners.  Each  has  wants  which  he  would 
fain  have  supplied.  He  calls  for  necessities,  comforts, 
and  luxuries.  The  list  of  his  needs  is  capable  of  indef- 
inite expansion.  It  is  as  varied  as  his  nature,  training, 
culture,  and  imagination  dictate.  To  this  call  for 
goods  society  returns  a  uniform  answer:  "With 
what  price  do  you  buy?  What  have  you  in  your 
hand?" 

The  laborer's  replies  are  various.  We  may  group 
them  according  to  Professor  Taussig's  analysis  of  the 
non-competing  groups.^  The  lowest  says:  "We  are 
diners  and  delvers.  We  are  able  and  willing  to  labor 
continuously  for  nine,  ten,  eleven  or  more  hours  per 
day."  The  second  group  answers:  "  We  buy  with  a 
similar  measure  of  productive  energy  plus  some  alert- 
ness of  mind  and  capacity  to  bear  responsibility.  Our 
price  is  heavier  per  man;  our  coin  is  finer  in  quality 
than  theirs."  The  third  group  replies:  "  Each  of 
us  buys  with  all  the  productive  energy  of  these  men  and 
more.  We  are  skilled  men.  We  have  sure  eyes, 
familiarity  with  tools,  deft  and  trained  hands."  The 
fourth  group  adds  to  all  this  in  its  purchase  price,  more 
of  education  and  mental  equipment  and  finer  sen- 
sibilities. Finally  the  fifth  group  replies:  "  We  can 
pay  all  that  these  men  can  offer  and  more.  We  have 
special  knowledge  in  law,  religion,  and  medicine." 
And  here  our  detached  social  philosopher  will  hear 
the  confident  reply  of  the  captains  of  industry  through 
the  various  grades:  "  We  have  resourcefulness,  adapta- 

>  See  Taoaaif't  Prineiples  of  Eoonomioi,  iroL  ii,  pp.  134.  eeq. 
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bUity,  established  trade  connections,  command  of 
capital,  reputation  for  success  in  the  conduct  of  affairs. 
We  know  the  game  of  business.  We  are  practical 
men.     We  get  results." 

With  the  fourth  group  a  new  note  wiU  be  struck 
in  the  replies.  The  proffered  purchase  price  will 
begin  to  include  mention  of  productive  energy  in  the 
form  of  capital  and  land.  The  capitalist  and  land- 
owner enter  the  market  place.  The  one  says:  '^  I  am 
ready  to  sell  the  services  of  capital;  few  units  if  the 
price  in  income  be  low;  more  if  the  price  in  income  be 
higher."  The  other  phrases  his  offer:  "  I  buy  income. 
I  sell  the  productive  energy  bound  up  in  land.  The 
higher  the  price,  the  more  acres  shall  I  be  willing  to 
turn  over  to  society's  use." 

Our  philosopher  will  note  that  each  individual  buys 
as  a  consumer  from  a  society  of  which  he  is  a  member. 
He  sells  as  a  producer  to  the  same  society  in  which  he  is 
likewise  a  member.  He  will  note  the  varying  eager- 
ness of  the  buyers ;  the  differing  reluctance  of  the  sellers. 
The  poorest  laborer  in  the  lowest  group  snatches 
eagerly  at  any  price  for  hours  of  labor.  His  labor  is 
his  only  coin  and  the  standard  allotted  him  is  a  de- 
based one.  He  buys  with  many  imits  of  this  depre- 
ciated coin.  Each  additional  hour's  labor  spent  for 
income  costs  heavier  sacrifice  to  the  man  and  his  family, 
but  in  their  estimation  it  is  overbalanced  by  the  utility 
of  the  reward.  The  marginal  units  of  consumption 
stand  so  low  and  the  margin  rises  so  slowly  that  it  is 
long  before  falling  marginal  utility  of  goods  meets 
rising  marginal  disutility  of  labor.  For  the  poorest 
members  of  the  lowest  class  it  may  well  be  doubted 
if  they  ever  meet.  That  is  to  say,  it  may  be  expected 
that  this  class  wiU  willingly  supply  more  manual  labor 
for  the  current  or  even  a  lower  reward.     If  this  be  not 
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true,  what  is  the  meaning  of  our  present  movement 
for  minimum  wage  boards  ?  Our  social  philosophers 
would  protect  the  class  against  the  consequences  of 
its  own  reckless  bidding  in  the  great  world  market. 

Our  observer  will  perceive  that  with  the  second  class 
in  our  modem  society,  with  its  inequalities,  there  begins 
to  appear  a  progressive  moderation  in  bidding  that 
extends  through  the  ranks.  They  still  furnish  some 
of  the  most  disagreeable  sorts  of  labor.  They  accept 
the  same  pay  for  it  as  the  lowest  class,  but  they  strike 
a  balance  by  reducing  the  level  of  the  marginal  dis- 
utility. They  refuse  to  work  the  final  hours,  or  con- 
stantly through  the  weeks  and  the  months.  They 
withdraw  a  measure  of  the  child  and  female  labor. 
But  since  each  man  usually  furnishes  a  better  grade  of 
productive  power,  he  reaps  a  larger  income  and  counts 
it  not  worth  his  while  to  furnish  as  many  hours.  If 
our  detached  social  philosopher  measures  both  sacrifice 
and  reward  by  his  ideal  standards  he  must  conclude 
that  wages  are  really  higher  for  the  second  class  than 
for  the  first.  Where  their  services  overlap  and  each 
does  exactly  similar  work,  under  identical  surround- 
ings as  to  agreeableness,  the  pay  in  goods  per  hour  will 
be  the  same.  But  the  sacrifice  entailed  on  the  first 
class  outweighs  that  endured  by  the  second,  since  its 
members  work  longer  hours,  more  continuously  and 
furnish  more  laborers  per  family.  Yet  for  all  this 
even  the  second  class  hardly  escapes  the  limits  of  the 
pain  economy. 

In  a  similar  way,  the  observer  must  carry  the  analysis 
through  the  classes  up  to  the  highest,  the  millionaire 
group.  He  will  apply  his  ideal  standard  to  utilities 
enjoyed;  and  to  disutilities  rendered  by  each  group. 
It  would  be  passing  the  margin  of  satiety  and  weari- 
ness to  attempt  a  detailed  analysis  of  each  group's 


Digitized  by 


Google 


J 


672  QUARTERLY  JOURNAL  OF  ECONOMICS 

place  in  the  market.  But  the  account  would  not  be 
complete  without  reference  to  the  capitalists'  and  the 
landowners'  position.  These  begin  to  appear  with  the 
fourth  of  our  non-competing  groups.  They  represent 
here  a  novel  element  in  the  control  of  productive 
power.  All  the  capabilities  of  the  lower  classes  are 
theirs,  with  the  addition  of  ownership  rights  in  inert 
capital  and  land.  To  society's  challenge  as  to  the  price 
they  are  prepared  to  offer,  they  add  to  the  previous 
answers:  ^'  We  have  control  of  tools  and  materials; 
we  have  buildings  and  equipment;  machines  cun- 
ningly devised  to  aid  in  factory,  mine,  and  forest. 
We  have  stores  of  food,  clothing,  and  housing.  We 
have  factories,  railroads,  shops,  forests,  mines,  and 
farms.  We  have  capacity  to  furnish  enlarged  supplies 
of  these  aids  to  production,  if  the  price  be  satis- 
factory." 

Now  let  our  philosopher  consider  the  status  of  our 
individual  from  this  well-to-do  class  in  the  matter  of 
labor  and  wages.  He  receives  an  income  for  the  use 
of  his  lands  and  capital.  He  has  also  an  income  from 
his  labor.  His  marginal  line  of  consumption  stands 
higher  than  that  of  the  preceding  classes.  The  utility 
of  an  additional  unit,  or  imits,  of  goods  is  less  to  him 
than  to  them.  As  a  consequence,  he  is  less  eager  in 
his  bidding.  He  counts  the  disutility  of  his  marginal 
hours  of  labor  at  a  dearer  rate  than  do  they.  When 
he  renders  similar  service  he  has  equal  pay  per  hour 
with  them.  But  the  final  hours  stand  lower.  They 
are  nearer  the  first  and  pleasurable  hours'  service. 
Finally  our  observer  wiD  find  the  problem  thrown  into 
bold  relief  when  he  attempts  to  apply  his  measure 
to  the  income  and  outgo  of  an  extensive  landowner. 
Let  the  representative  of  this  class  be  one  of  England's 
great  landowners.      He  has  made  princely  provision 
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for  the  private  enjoyment  of  his  family.  He  has  town 
and  country  houses,  parks  and  game  pres^ires,  golf 
courses,  and  pasture  lands  for  his  hunters.  After  all 
this  he  devotes  the  rest  of  his  acres  to  production  for 
general  social  use.  Surely  his  sacrifice  of  abstinence 
per  marginal  acre  is  slight.  Yet  society  rewards  the 
abstinence  that  furnishes  his  marginal  acre  in  the  same 
measure  as  it  does  the  abstinence  of  the  poor  yeoman, 
each  of  whom  may  furnish  a  single  acre  of  equal  fertility. 
The  abstinence  of  all  landlords  passes  current  with 
the  pains  of  laborers  and  sacrifices  of  capitalists. 
Neither  is  accounted  good  or  bad.  No  Gresham's  law 
affects  the  result.  But  if  we  apply  the  standard  of 
utility  and  disutility  drawn  from  our  equalistic  society, 
the  conclusion  is  inevitable  that  such  a  land  owning  peer 
gets  a  large  income  for  slight  sacrifice.  And  further, 
that  great  inequality  in  the  concentration  of  land  owner- 
ship incurs  a  correspondingly  large  disparity  between 
the  rent  incomes  and  the  sacrifices  of  landowners. 
Finally,  it  must  mean  a  like  disparity  between  the  re- 
ward for  the  abstinence  of  the  few  landowners  and  the 
income  allotted  for  the  pains  of  the  many  laborers. 
One  must  conclude  that  concentration  of  wealth 
means  corresponding  divergence  between  disutility  en- 
dured and  income  enjoyed  by  the  rich  and  the  poor 
classes. 

Let  the  rich  be  reduced  to  the  level  of  the  well-to-do 
and  their  control  of  productive  power  distributed 
among  the  poor.  Let  total  savings  be  maintained 
unimpaired:  let  the  only  change  be  this  altered  dis- 
tribution of  control.  How  will  the  new  and  old  owners 
be  affected  ?  First  as  to  the  disutilities  of  saving. 
The  one  per  cent  of  rich  wiD  now  save  at  the  margin 
of  disutility  of  the  well-to-do.  Each  imit  of  capital 
produced  here  undoubtedly  costs  more  sacrifice  for 
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its  production  than  at  the  old  margin  of  the  banished 
rich  classes.  Similarly  they  must  labor  more  and  prac- 
tise more  abstinence  in  the  use  of  lands  to  maintain, 
as  reasonable  men,  an  equilibriiun  among  their  various 
sacrifices.  More  disutilities  will  be  entailed  on  them. 
On  the  other  hand,  the  poor  save  at  a  margin  of  dis- 
utility rising  nearer  to  that  of  the  well-to-do.  Each 
unit  produced  costs  the  individual  here  less  sacrifice 
than  was  true  before.  Consequently  this  87  per  cent 
of  the  population  will,  as  reasonable  men,  labor  less 
and  abstain  less  in  the  use  of  land,  that  an  equilibrium 
may  be  maintained  among  their  sacrifices.  All  these 
gains  come  at  a  low  level  below  the  well-to-do  line. 
All  the  losses  come  at  a  high  level  above  that  line. 
Each  imit  thus  shifted  shows  clear  social  gain.  Each 
imit  of  loss  to  the  rich  stands  lower  in  social  estimation 
than  the  unit  of  gain  resulting  to  the  poor.  Every 
member  of  society  evidences  this  when  he  appraises 
the  disutilities  necessary  to  production. 

Consider  the  effects  of  the  change  again  on  the  score 
of  the  altered  incomes.  The  rich  classes  suffer  dimin- 
ution of  income.  They,  perforce,  cut  their  expendi- 
tures to  the  limits  reached  by  the  well-to-do.  They 
forego  the  last  added  and  least  worth  while  imits  of 
consumption.  On  the  other  hand  the  rising  poor  class 
add  enjo3rments.  These  are  of  high  value.  In  the 
estimation  of  all  classes  each  unit  added  here  is  better 
worth  while  than  a  unit  costing  an  equal  amount  of 
productive  power  added  anywhere  above  the  marginal 
consumption  of  the  well-to-do.  It  is  agreed  that  it 
brings  greater  utility  for  it  stands  before  the  other, 
both  in  society's  and  in  each  class's  arrangement 
of  consumption.  Each  shifted  unit  shows  clear  and 
marked  social  gain.  The  altered  society  has  done 
what  the  reasonable  man  does  in  preferring  comforts 
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above  luxuries.  The  old  rich  class  now  foregoes 
luxuries  that  the  poor  may  enjoy  added  comforts. 

Note  the  conclusion:  wages,  and  this  means  func- 
tional wages,  are  higher  because  of  the  change.  In 
order  that  an  equilibrium  may  be  maiatained  among 
the  various  sacrifices  and  between  these  and  the  result- 
ing incomes,  the  depressed  rich  supply  the  labor  that 
the  rescued  poor  forego.  Savings  follow  the  shifted 
control  of  units  of  capital  and  land.  The  old  rich 
classes  return  lands  to  productive  purposes;  the  newly 
enriched  poor  withdraw  acres,  perhaps  in  equal  measure. 
The  situation  of  society  as  a  whole  as  to  the  supply  of 
land,  labor,  and  capital  stands  substantially  as  before. 
But  slighter  social  pains  in  the  disutility  of  marginal 
labor  bring  greater  social  pleasure  in  the  utility  of  mar- 
ginal additions  to  wage  income.  The  real  burden  of 
labor  is  less,  because  the  weight  is  better  adjusted;  the 
real  reward  is  greater,  because  the  goods  are  better 
adapted  to  the  society's  needs.  Similar  results  follow 
every  change  in  the  direction  of  equality.  Wages  rise 
measured  by  an  ideal  standard.  The  opposite  result 
attends  every  change  in  the  contrary  direction.  Wages 
fall.  Total  hours  may  be  the  same,  but  more  of  them, — 
which  means  more  sacrifice,  —  fall  beyond  the  boun- 
daries established  in  an  equalistic  society.^ 

The  ultimate  standard  of  value,  then,  for  modem 
society,  does  not  exist  as  a  positive  measure.  That 
it  does  not  is  due  to  the  presence  of  a  large  degree  of 
inequality.  In  such  a  society,  either  the  utility  stand- 
ard or  the  disutility  standard  must  include  incom- 
mensurable   quantities,    or    (perhaps    better   stated) 

>  Cf.  TatUBig,  op.  dt.,  vol.  i,  p.  136.  *'  The  principle  of  dimimahing  utility*  if 
applied  unflinchindy,  leads  to  the  eonoluaion  that  inequality  of  meana  brings  a  leas 
sum  of  hunum  hsppiness  than  equality  of  incomes,  and  tii*t  the  grafter  the  inequality, 
the  less  the  approach  to  maTimnm  happiness.*' 
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qualities.  The  problem  is  insoluble  as  surelyi  and  for 
much  the  same  reason,  as  the  older  problem  of  squaring 
the  circle.  One  cannot  equate  and  unify  either  the 
pains  or  the  pleasures  of  rich,  well-to-do,  and  poor. 
We  cannot  find  a  positive  measure  of  value  in  a  society 
with  such  classes.^  The  ultimate  word  declares  only 
that  with  a  given  concentration  of  wealth,  the  society 
discounts  the  pains  of  the  poor  in  a  certain  degree. 
Likewise  in  such  a  society  there  is  a  corresponding 
over-estimate  of  the  sacrifices  of  the  rich.  Again, 
in  such  society  the  utilities  enjoyed  by  the  various 
classes  are  measured  by  various  standards.  Great 
pleasures  for  the  poor  count  little;  slight  pleasures 
for  the  rich  coimt  much.  We  must  add  to  the  formula: 
"  value  depends  on  scarcity  and  utility,"  the  statement 
''  each  of  these  is  conditioned  by  the  existence  of  more 
or  less  of  inequality." 

As  to  the  final  question  of  the  valuation  of  services, 
a  question  inextricably  bound  up  with  the  valuation 
of  goods,  a  similar  conclusion  must  be  reached.  Wages 
depend ''  on  the  discounted  marginal  product  of  labor." 
Our  social  philosophers  will  add:  "  This,  again,  is 
qualified  by  the  existing  degree  of  inequality."  Our 
hypothetical  equalistic  society  and  a  modem  society 
might  be  of  equal  size;  equally  well  supplied  with  land, 
labor,  and  capital.  The  marginal  hours  of  labor,  acres 
of  land,  and  units  of  capital  might  then  be  equally 
productive  in  a  physical  and  material  sense.  Each 
society  might  work  up  an  equal  amount  of  raw  materials 
into  finished  goods;  so  many  pounds  of  wool  and  cotton 
into  clothing;   so  many  busheb  of  wheat  into  bread; 

>  Cf.  DftTenport,  op.  dt.,  p.  670.  In  ■ummary  of  Dootiine.  *'  Neither  in  utility 
on  the  demand  side  nor  in  pafak  coet  on  the  aupply  dde  can  there  be  found  a  oommon 
denominator  or  standard  or  determinant  of  market  value,  or  of  prioe  ae  ita  mooe^ 
ezpreanon.  The  only  oommon  denominator  of  yalue  ia  found  in  the  eeleetion  of  a  ooo- 
▼entional  standard  for  the  purpose,  a  prioe  commodity." 
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80  many  pounds  of  iron  into  tools,  buildingSi  and 
household  utensils.  In  our  equalistic  society  they 
would  be  better  than  the  poorest  products  of  our 
modem  society,  less  fine  than  the  best.  They  would 
need  neither  the  shoddy  garments  of  the  poor  nor  the 
vain  trappings  of  the  rich.  The  utilities  rendered  by 
the  garments,  u  e.,  their  value  by  our  ideal  standard, 
would  be  greater  than  in  the  modem  society.  The 
absence  of  shoddy  means  the  elevation  of  individuals 
above  a  pain  economy;  the  absence  of  the  vanities 
means  that  their  elimination  has  been  accomplished 
only  at  the  expense  of  the  slightest  utilities  conferred 
through  the  satisfaction  of  the  want  for  clothing. 
Ostentatious  extravagance  may  be  supplanted  by  solid 
comfort,  genuine  culture.  Here  is  clear  gain  in  utility, 
in  real  income,  psychic  income,  if  you  please. 

Again,  as  to  disutilities,  each  of  the  two  societies  may 
have  equal  amounts  of  labor.  But  the  equalistic 
entails  equal  sacrifices  on  all,  heavy  burdens  on  none. 
The  marginal  sacrifice,  therefore,  is  lighter,  and  the 
total  sacrifice  is  less.  It  is  agreed  that  the  marginal 
sacrifice  measures  each  sacrifice.  It  must  be  com- 
pensated to  induce  the  needed  labor.  But  its  physical 
product  is  equal  in  the  two  societies,  and  this  equivalent 
marginal  product  represents  wages.  It  necessarily 
follows  then  that  a  lighter  marginal  sacrifice  in  the 
equalistic  society  reaps  a  reward  equivalent  in  the 
physical  sense  to  that  in  the  modem  society,  and  this 
reward  confers  greater  total  benefit,  greater  physic 
income.  The  burdens  of  production  are  better  adjusted 
to  secure  minimum  pains.  The  makeup  of  the  national 
dividend  is  better  conceived  to  provide  maximum 
pleasures.  As  our  modem  society  approaches  nearer 
this  condition,  wages  rise.  This  is  total  or  func- 
tional wage.     As  it  moves  farther  from  it,  functional 
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wages  fall.  Conditioning  and  qualifying  the  valuation 
of  services,  the  wages  problem  is  the  fact  of  inequality, 
the  greater  or  less  concentration  in  the  control  of 
productive  power.  ^ 


Charles  E.  Persons. 


Washington  Uniyebsitt, 
St.  Lome,  Mo. 


*■  Of.  Taunig,  p.  207  (oh.  U,  General  Wacn):  '*  An  all  embnuang  and  oonaiderable 
advanoe  can  oeme,  under  the  regime  of  private  property,  only  if  productivity  ia  inoreaaed* 
if  the  margin  ia  keyed  up,  if  the  discount  is  narrowed  by  the  accumulation  and  com- 
petition of  capital.  Everything  that  raiaee  the  productive  margin,  that  leaaena  the 
rate  of  discount,  tends  to  raise  wages;  and  in  the  laat  resort  it  is  only  in  theae  ways 
that  a  ganeral  advanoe  can  be  brought  about.'*  The  suggestion  above  is  that  a  move- 
ment in  the  direction  of  equality  means  as  a  necessary  consequence  a  general  rise  in 
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THE    COMMODITY    CLAUSE   LEGISLATION 
AND  THE  ANTHRACITE  RAILROADS 

SUMMARY 

The  commodity  clause  legislation,  579.  —  Course  of  clause  through 
Congress,  581.  —  Its  effect  on  the  anthracite  railroads,  586. — The 
Philadelphia  and  Reading  Railway,  588.  —  The  Lehigh  Valley  Railroad, 
691.  —  The  Delaware,  Lackawanna  and  Western  Railroad,  594.  —  The 
Delaware  and  Hudson  Company,  595.  —  Difficulties  in  compl3ring  with 
clause,  696.  —  Extent  of  compliance,  598.  —  Attempt  to  suspend 
penalties,  699.  —  Proposed  amendment  of  the  clause,  600.  —  Govern- 
ment prosecution,  601.  —  Decision  of  the  Supreme  Court,  602.  —  Fur- 
ther efforts  to  amend  the  clause,  605.  —  Effect  of  the  Supreme  Court 
decision,  607.  —  Organization  of  the  Delaware,  Lackawanna  and 
Western  Coal  Company,  607.  —  Readjustment  of  the  affairs  of  the 
Delaware  and  Hudson  Company,  610.  —  Another  Supreme  Court 
decision,  611.  —  Organization  of  the  Lehigh  Valley  Coal  Sales  Com- 
pany, 613.  —  Conclusion,  614. 

The  "  commodity  clause  "  of  the  Act  to  Regulate 
Commerce  (the  Hepburn  Act)  provides  that 

"  From  and  after  May  first,  nineteen  hundred  and  eight,  it  shall 
be  unlawful  for  any  ndlroad  company  to  transport  from  any  State, 
Territory,  or  the  District  of  Columbia,  to  any  other  State,  Territory 
or  the  District  of  Columbia,  or  to  any  foreign  country,  any  article 
or  commodity,  other  than  timber  and  the  manufactured  products 
thereof,  manirfactured,  mined  or  produced  by  it,  or  under  its 
authority,  or  which  it  may  own  in  whole,  or  in  part,  or  in  which  it 
may  have  any  interest  direct  or  indirect  except  such  articles  or  com- 
modities as  may  be  necessary  and  intended  for  its  use  in  the  con- 
duct of  its  business  as  a  common  carrier."  ^ 

Just  what  Congress  was  attempting  to  prevent  may 
perhaps  become  clearer  if  the  legislative  history  of  the 
clause  be  followed. 

The  incorporation  of  the  commodity  clause  into  the 
Hepburn  Act  was,  in  considerable  measure,  due  to 

t  34  Stat.  684,  c  3591. 
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Senator  Tillman  of  South  Carolina.  In  connection 
with  a  resolution  directing  the  Interstate  Commerce 
Commission  to  conduct  an  investigation  into  coal 
and  oil  he  expressed  in  the  Senate  on  February  12, 1906, 
his  dissatisfaction  with  the  Hepburn  bill  —  in  the  form 
in  which  it  had  passed  the  House  on  February  8,  1906. 
"  I  want,"  he  said,  "  a  provision  in  any  railroad  law 
that  I  vote  for  which  .  .  .  will  prohibit  any  public 
carrier  from  owning  and  controlling  a  product  which 
is  carried  over  its  line.  I  want  this  monopoly  of  the 
anthracite  coal  region  .  .  .  checked.  I  want  a  pro- 
vision in  this  law  .  .  .  which  will  prevent  any  monop- 
oly of  the  bituminous  coal  lands  on  the  Atlantic  Slope 
by  the  Pennsylvania  Railroad  and  its  allies.  ...  I  am 
going  to  offer  an  amendment  in  committee,  and  if 
I  do  not  get  it  in  the  bill  there  I  am  going  to  offer  it 
in  the  Senate,  looking  to  .  .  .  preventing  this  partic- 
ular wrong."  ^  Senator  Tillman,  who  was  put  in 
charge  of  the  Hepburn  bill  when  it  came  before  the 
Senate,  was  strongly  in  favor  of  effecting  a  separation 
of  the  businesses  of  transporting  and  of  mining  coal. 
Furthermore,  judging  from  the  opinions  later  expressed 
on  the  floor  of  the  Senate,  there  appeared  to  be  general 
agreement  upon  this  fundamental  point.  Even  Sena- 
tor Foraker,  one  of  the  three  senators  who  voted  finally 
against  the  bill,  went  so  far  as  to  say,  "  I  do  not  believe 
that  a  common  carrier  should  be  engaged  in  any  busi- 
ness except  only  that  of  a  common  carrier.  I  do  not 
believe  that  a  conmion  carrier  should  be  allowed  to 
own  coal  mines  and  operate  them,  except  only  possibly 
where  they  have  a  vested  right  with  which  we  have  no 
power  to  interfere."  * 

However,  it  was  three  months  after  the  Hepburn 
Act  had  passed  the  House  before  the  commodity  clause 

1  Cong.  Record.  February  12,  1906,  p.  3428. 
>  Ibid..  March  12,  1906.  p.  8672. 
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in  any  form  was  introduced  into  the  bill  in  the  Senate. 
It  had  not  been  a  part  of  the  original  Hepburn  bill, 
was  not  in  the  act  as  it  passed  the  House  on  February 
8, 1906,  and  had  not  even  been  suggested  by  the  Roose- 
velt administration.  It  was  not  referred  to  the  Senate 
Committee  on  Interstate  Commerce;  in  fact,  at  the 
hearings  of  the  Senate  Committee  in  the  previous 
year  no  proposition  looking  toward  any  interference 
with  the  railroads  engaged  in  industrial  activities  was 
even  considered.  But  on  May  7,  only  eleven  days 
before  the  Hepburn  Act  first  passed  the  Senate,  an 
amendment  was  proposed  by  Senator  Elkins  embody- 
ing the  principle  of  a  severing  of  the  functions  of  trans- 
portation and  of  production.  In  introducing  his 
amendment,  Senator  Elkins  said,  "  I  want  to  confine 
the  railroads  to  the  legitimate  business  for  which  they 
were  incorporated  —  the  transportation  of  freight  and 
passengers  —  and  to  forbid  them  engaging  in  any  other 
business,  especially  the  business  of  mining,  producing, 
and  selling  coal  or  any  other  commodity  on  their  lines 
in  competition  with  a  shipper."  *  This  amendment, 
which  was  to  come  at  the  end  of  Section  1,  provided 
that  "  It  shall  be  unlawful  for  any  common  carrier 
subject  to  the  provisions  of  this  act,  unless  authorized 
by  its  charter  to  do  so,  to  engage,  directly  or  indirectly, 
in  the  production,  manufacture,  bujdng,  furnishing, 
or  selling  of  coal  or  coke  or  any  other  commodity  or 
commodities  of  commerce  in  competition  with  any 
shipper  or  producer  on  its  line  or  lines:  provided.  That 
nothing  in  this  act  shall  be  construed  to  prevent  a 
carrier  from  mining  coal  exclusively  for  its  own  use."  * 
The  proviso, "  unless  authorized  by  its  charter  to  do  so," 
was  inserted  as  Senator  Elkins  said,  in  order  to  be  fair 

1  Cone.  Raoord,  May  7, 1906,  p.  64M. 
>  Ibid.,  May  7,  1006.  pp.  646&-6456. 
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to  the  railroads  which  had  been  authorized  many  years 
previously  to  conduct  the  business  which  it  was  now 
proposed  to  regulate,  but  upon  the  objection  of  Senator 
Gallinger  of  New  Hampshire,  the  qualifjdng  proviso 
was  struck  out.^  The  amendment  of  Senator  Elkins 
prohibited  a  common  carrier  from  engaging  in  the 
production  of  coal.  Senator  Bailey  objected  that 
regulation  of  the  production  of  coal  was  beyond  the 
jurisdiction  of  Congress,  and  that  the  prohibition 
should,  therefore,  take  the  form  of  denying  the  privilege 
of  interstate  commerce  to  any  common  carrier  engaged 
in  the  production  or  distribution  of  coal.'  It  was 
pointed  out,  however,  by  Senator  Daniel  of  Virginia, 
that  a  common  carrier  should  not  be  prohibited  from 
engaging  in  interstate  commerce,  but  only  from  carry- 
ing in  interstate  commerce  any  articles  which  were 
produced  by  it  in  competition  with  other  shippers.* 
An  amendment  to  this  effect,  proposed  by  Senator 
McLaurin  of  Mississippi  and  later  accepted  by  Senator 
Elkins,  passed  the  Senate  May  9  by  a  vote  of  67  to  6, 
— 16  not  voting.* 

With  one  important  exception  this  amendment 
coincided  in  its  most  significant  features  with  the  lan- 
guage of  the  commodity  clause  as  incorporated  in  the 
Hepburn  Act,  in  the  form  in  which  the  bill  passed  the 
Senate  on  May  18. '^  This  exception  was  the  treatment 
of  timber  and  the  manufactured  products  thereof. 
During  the  course  of  the  debates  it  was  urged  by  a 
nimiber  of  Senators  that  the  clause  would  work  a  great 
hardship  on  those  lumber  companies  which  had  built 
their  railroads  for  the  purpose  of  getting  the  limiber 
out  of  the  forests  and  to  market.     The  pressure  they 

>  Gone.  Record,  May  7,  1906.  p.  MM.  «  Ibid..  May  9.  1906.  p.  6570. 

>  Ibid..  May  7,  1906,  p.  64M.  •  See  p.  683. 
•  Ibid.,  p.  6458. 
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were  able  to  bring  to  bear  was  sufficient  to  induce  the 
Senate  to  accept,  on  May  17,  the  amendment  of  Senator 
Piles  of  Washington,  that  the  prohibitions  of  the  clause 
should  not  apply  to  timber  and  the  manufactiured 
products  thereof.*  The  pressure  of  other  interests 
was  also  observed  in  the  attempt  to  limit  the  scope  of 
the  clause.  The  term  common  carrier  included  pipe 
lines  for  oil,  natural  gas,  and  other  commodities. 
Friends  of  these  interests  endeavored  to  secure  the 
adoption  of  an  amendment  specifically  exempting 
pipe  lines  from  the  prohibitions  of  the  clause.  This 
amendment  failed  to  pass  the  Senate,^  but  its  object 
was  attained  by  the  substitution  in  conference  of  the 
term  "  railroad  company "  for  "  common  carrier.'' 
An  attempt  was  made,  also,  to  relieve  those  railroad 
companies  which  were  incidental  to  industrial  enter- 
prises from  the  operation  of  the  clause  by  limiting  its 
apphcation  to  those  common  carriers  whose  principal 
business  was  that  of  a  common  carrier.  This  amend- 
ment, however,  which  would  also  have  relieved  pipe 
lines  was  defeated  in  the  Senate.* 

The  Hepbtun  Act  passed  the  Senate  on  May  18  by 
the  large  majority  of  71  to  3  —  with  15  Senators  not 
voting.  The  commodity  clause  at  this  stage  made  it 
unlawful  for  any  common  carrier  to  transport  in  inter- 
state commerce  any  article,  other  than  timber  and  its 
manufactured  products,  which  had  been  manufactured, 
mined,  or  produced  by  it,  or  under  its  authority,  or 
which  it  owned  in  whole,  or  in  part,  or  in  which  it  had 
any  interest  direct  or  indirect.  It  did  not  state  specif- 
ically that  the  ownership  by  a  railroad  of  stock  in  a 
subsidiary  mining  or  producing  company  constituted 

1  Cong.  Raoord,  May  17.  1906,  pp.  7012.  7016. 
>  Ibid.,  May  17. 1900.  p.  7016. 
•  n»id..  p.  7016. 
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Buch  an  interest  as  was  forbidden  by  law.  Senator 
Tillman,  a  steadfast  advocate  of  the  principle  of  divorc- 
ing transportation  and  production,  had  introduced, 
on  May  8,  an  amendment  to  prohibit  carriers  from 
engaging  in  interstate  commerce,  when  they  were 
interested  by  stock  ownership  or  otherwise  in  mining 
or  producing  those  commodities  which  they  transported 
in  interstate  commerce.^  His  amendment,  however, 
was  not  put  to  vote.  On  May  17  he  called  the  attention 
of  the  Senate  to  the  fact  that  the  commodity  clause 
in  its  present  form  (which  was  substantially  the  form 
of  the  clause  as  finally  enacted)  did  not  coire  the  evils 
for  which  it  had  been  designed.  It  did  not  prohibit 
the  ownership  of  coal  properties  through  the  ownership 
of  stock  in  coal  mining  companies;  it  did  not  touch 
the  ownership  of  railroads  by  coal  companies  nor  the 
common  ownership  of  railroads  and  coal  companies, 
and  it  did  not  prevent  the  control  of  coal  companies 
by  the  officials  of  the  railroads.  Senator  Tillman 
therefore  introduced  a  comprehensive  amendment 
which  met  these  objections,  but  which  he  himself 
stated  was  perhaps  somewhat  broad  and  drastic* 
The  amendment  was  voted  down  without  roll  call, 
presumably  because  of  its  comprehensiveness.  Senator 
Tillman,  thereupon,  endeavored  to  have  the  words, 
"  by  partnership,  stock  ownership,  or  any  arrangement 
whatsoever "  *  inserted  in  the  Elkins  amendment, 
which  would  have  caused  the  clause  to  read  in  sub- 
stance: It  shall  be  unlawful  for  any  common  carrier 
to  transport  in  interstate  commerce  any  article  in 
which  it  may  have  any  interest,  direct,  or  indirect,  by 
partnership,    stock    ownership,   or  any  arrangement 

>  Coac.  Racord.  May  8.  1006,  p.  6613. 
«  Ibid..  May  17, 1906.  p.  7012. 

>  Ibid. 
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whatsoever.      This  amendment  was,  however,  voted 
down,  23  to  42.^ 

As  the  House  of  Representatives  disagreed  to  the 
amendment  attached  to  the  Hepburn  Act  by  the  Senate, 
the  bill  was  sent  to  conference.  The  conference  com- 
mittee made  a  report  on  June  2,  recommending  with 
respect  to  the  commodity  clause  that  it  should  be  made 
to  apply  to  timber  and  its  manufactured  products 
and  that  the  District  of  Columbia  should  be  substituted 
for  the  district  of  the  United  States.^  The  Senate  on 
June  7  and  the  House  on  June  12,  rejected  the  con- 
ference report,  and  appointed  new  conferees.  The 
report  of  the  second  conference  was  presented  on 
June  23.  It  recommended  that  timber  and  its  manu- 
factured products  be  exempted  from  the  prohibitions 
of  the  clause  and  that  railroad  be  substituted  for 
common  carrier;*  obvious  concessions  to  the  timber 
and  oil  interests  respectively.  Senator  TiUman, 
one  of  the  conferees,  refused  to  sign  the  report  on  the 
ground  that  the  influences  behind  these  changes  were 
too  sinister.*  After  a  prolonged  debate  on  the  con- 
ference report,  in  which  the  pipe  line  controversy 
occupied  an  important  part,  the  Senate,  on  June  26, 
disagreed  to  the  report,  and  the  House  still  disagreeing 
to  the  amendments  of  the  Senate,  a  third  conference 
committee  was  appointed.  Its  report  was  made  on 
June  28,  the  only  change  affecting  the  commodity 
clause  being  a  substitution  of  the  term  railroad  com- 
pany (the  legal  entity)  for  railroad,  which  refers  to 
physical  property.  Senator  Tillman,  as  before,  re- 
fused to  sign  the  report,  largely  because  of  his  disa- 
greement with  the  recommendations  of  the  conference 
as  to  the  commodity  clause.*     The  report,  however, 

>  Cone.  Reoord.  May  17.  1906,  p.  7014.    «  Ibid..  June  25,  1906.  p.  1901 

>  Ibid.,  June  2. 1906.  p.  7741.  •  Ibid.,  June  28, 1906,  p.  9622. 

>  Ibid.,  June  23, 1906,  p.  9078. 


Digitized  by 


Google 


686  QUARTERLY  JOURNAL  OF  ECONOMICS 

was  accepted  by  both  houses,  and  the  Hepburn  bill 
became  law  on  June  29,  1906. 

In  the  suits  that  have  been  brought  by  the  Govern- 
ment to  enforce  the  commodity  clause  it  has  been 
claimed  by  the  railroads  that  the  clause  was  intro- 
duced hastily,  and  passed  with  little  understanding 
of  its  true  import,  or  its  far  reaching  consequences. 
So  far  as  the  history  of  this  session  in  Congress  is 
concerned,  the  first  contention  is  substantially  correct. 
The  clause  was  not  a  part  of  the  original  House  bill  — 
in  fact  it  had  not  even  been  considered  in  the  House  — 
and  was  first  introduced  in  the  Senate  only  eleven 
days  prior  to  the  first  passage  of  the  Hepburn  bill  by 
the  upper  body.  Fimdamental  changes,  such  as  the 
application  of  the  principle  to  railroads  only,  not  to 
all  common  carriers,  were  made  in  conference,  but  these 
changes  did  not  affect  the  anthracite  carriers.  So 
far  as  concerns  the  form  of  the  measure,  the  limited 
opportunity  for  debate  under  the  fifteen  minute  rule 
undoubtedly  resulted  in  a  more  hastily  considered 
phraseology  than  the  importance  of  the  subject  de- 
manded, tho  it  does  not  follow  that  this  operated  to 
the  disadvantage  of  the  interests  to  be  thereby  affected. 
Had  a  longer  discussion  obtained,  the  clause  might 
have  been  made  really  effective  by  specifically  pro- 
hibiting a  railroad  from  holding  stock  in  a  company 
mining  or  producing  articles  which  were  to  be  trans- 
ported by  the  railroad  in  interstate  commerce.  The 
changes  made  in  conference  relieving  all  common 
carriers  except  railroads  from  the  provisions  of  the 
clause  might  also  have  met  with  more  opposition, 
had  not  Congress  been  anxious  to  secure  the  speedy 
passage  of  the  bill. 

But  when  the  principle  of  the  clause  rather  than 
its  phraseology  is  considered,  it  should  be  noted  that 
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as  far  back  as  1892,  a  Congressional  Committee,  after 
an  extended  investigation,  came  to  the  conclusion 
that  the  public  interest  demanded  that  the  business 
of  a  common  carrier  should  be  absolutely  separated 
from  any  other.  ^  This  also  was  the  consensus  of  opinion 
in  the  Senate  in  1906,  tho  later  in  the  course  of  the 
debate  some  Senators  objected  to  carrying  the  principle 
so  far  as  to  affect  the  interests  of  their  own  constituents. 
Furthermore,  the  Interstate  Conunerce  Commission, 
in  its  report  upon  the  bituminous  coal  industry  early 
in  1907,  —  a  report  based  upon  hearings  early  in 
1906,  —  favored  the  application  of  the  conunodity 
clause  principle  to  the  soft  coal  roads,  and  even  went 
so  far  as  to  reconunend  that  no  officers  or  employees 
of  a  railroad  be  permitted  to  have  any  interest  in  any 
coal  properties  or  coal  companies  along  the  line  of  the 
railroad.^  The  far  reaching  character  of  the  legislation 
was  frequently  emphasized  in  the  debates  in  the  Senate. 
The  fact,  furthermore,  that  the  railroads  were  given 
two  years  in  which  to  comply  with  the  law  is  evidence 
that  the  Senators  believed  that  fundamental  changes 
would  be  rendered  imperative  by  the  passage  of  the 
clause. 

The  anthracite  coal  carrying  roads  may  be  divided 
into  three  groups,  according  to  the  manner  in  which 
they  would  presumably  be  affected  by  this  enactment. 

First,  the  Philadelphia  and  Reading  Railway  Com- 
pany, which,  with  the  Philadelphia  and  Reading  Coal 
and  Iron  Company,  was  jointly  owned  by  the  Reading 
Company,  a  holding  company.  Second,  the  Lehigh 
Valley,  the  Central  Railroad  of  New  Jersey,  the  Erie, 
the  Pennsylvania,  and  the  New  York,  Ontario  and 

>  House  Report.  1892-08.  no.  2278,  p.  viii. 
*  Anmul  Report,  I.  C.  C,  1907,  p.  22. 


Digitized  by  VjOOQ IC 


588  QUARTERLY  JOURNAL  OF  ECONOMICS 

Western,  which  seemed  to  be  interested,  indirectly 
at  least,  in  the  coal  transported  by  them,  because  of 
their  ownership  of  the  stock  of  coal  mining  companies. 
Third,  the  Delaware,  Lackawanna  and  Western,  and 
the  Delaware  and  Hudson,  which  mined  their  coal 
directly.  The  Delaware,  Lackawanna  and  Western, 
and  the  Delaware  and  Hudson  also  owned  stock  in 
some  coal  companies,  but  these  holdings,  especially 
in  the  case  of  the  Lackawanna,  were  very  small. 

The  Philadelphia  and  Reading  Railroad  Company, 
the  predecessor  of  the  Philadelphia  and  Reading  Rail- 
way Company,  had  possessed  under  its  charter  no 
authority  to  own  coal  lands.  It  had  organized,  there- 
fore, in  1871,  the  Philadelphia  and  Reading  Coal  and 
Iron  Company,  which  was  given  the  power  to  acquire 
coal  properties  and  to  engage  in  mining  operations. 
The  act  of  incorporation  provided,  also,  that  it  should 
be  lawful  for  any  railroad  company  in  the  state  of 
Pennsylvania  to  purchase  the  stock  of  the  coal  and 
iron  company.^  The  Philadelphia  and  Reading  Rail- 
road immediately  purchased  its  entire  capital  stock 
and  continued  to  conduct  mining  operations  in  this 
manner  until  1893.  In  that  year  the  railroad  failed 
and  became  divested  of  the  shares  of  the  coal  com- 
pany. In  the  reorganization  of  the  railroad,  it  was 
necessary  to  accept  the  provisions  of  the  Pennsylvania 
State  Constitution  of  1874,  which  made  it  illegal  for 
the  railway  to  hold  coal  lands.  If  the  ownen^p  of 
the  railroad  and  of  the  coal  properties  were  to  be 
reunited,  some  device  had  to  be  invented  wherewith 
to  evade  the  constitutional  prohibition.  This  was 
accomplished  through  the  medium  of  a  holding  com- 
pany, owning  both  the  Philadelphia  and  Reading 
Railway  Company  and  the  Philadelphia  and  Reading 
Coal  and  Iron  Company. 

^  Laws  of  Puin.,  1871,  no.  817. 
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This  relation  has  continued  up  to  the  present  time 
(1911).  The  Reading  Company  still  holds  the  entire 
capital  stock  of  the  Philadelphia  and  Reading  Railway 
Company,  and  of  the  Philadelphia  and  Reading  Coal 
and  Iron  Company.  These  three  companies  have  the 
same  president  and  the  same  treasurer.  Five  of  the  six 
directors  of  the  Reading  Railway  Company  constitute 
five  of  the  six  directors  of  the  Reading  Coal  and  Iron 
Company,  and  all  of  the  directors  of  both  of  these 
companies  are  on  the  directorate  of  the  Reading  Com- 
pany, constituting,  in  fact,  two-thirds  of  the  directors 
of  that  company.  The  Philadelphia  and  Reading 
Railway  Company  pays  an  annual  dividend  of  nearly 
12  per  cent,  which  goes,  as  a  matter  of  course,  to  the 
Reading  Company.^  The  Philadelphia  and  Reading 
Coal  and  Iron  Company  has  never  paid  a  dividend.' 
Indeed,  it  owes  the  Reading  Company  $74,423,817,* 
carried  as  an  open  account.  Most  of  this  represents 
advances  which  had  been  made  by  the  Philadelphia 
and  Reading  Railroad  Company  prior  to  1896,  the 
debt  of  the  mining  company  to  the  railroad  company 
having  been  transferred  in  the  reorganization  to  the 
Reading  Company.*  Upon  this  enormous  indebted- 
ness the  Philadelphia  and  Reading  Coal  and  Iron 
Company  pays  a  varying  rate  of  interest.  President 
Baer  admitted  in  1903  that  ''  the  rate  of  interest  the 
Coal  and  Iron  Company  pays  depends  upon  yearly 
earnings  of  the  company  and  we  have  no  agreement 

>  Annual  Report  of  the  Reading  Company,  1911,  p.  3. 

>  Transcript  of  Record*  Supreme  Court  of  the  United  Statee.  October  Term,  1911. 
The  United  Statee,  Appellant,  v.  The  Reading  Company,  the  Philadelphia  and  Read- 
ing Raflway  Company,  Hal,  0  vols.,  vol.  ii,  p.  190.  Referred  to  hereafter  as  Trans- 
cript of  Record  in  Sherman  Anti-Trust  Case,  to  HMtitupihiti  it  from  the  Transcript  of 
Record  in  the  Commodity  Clause  Cases. 

>  Annual  Report  of  the  Reading  Company,  1911,  p.  55. 

•  Transcript  of  Record  in  Sherman  Anti-Trust  Case,  vol.  ii.  pp.  190-191. 
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as  to  a  fixed  rate  of  interest."  ^  In  1902  the  coal  com- 
pany paid  only  li  per  cent  which  "  was  all  we  thought 
the  Coal  and  Iron  Company  could  afford  to  take  out 
of  its  earnings  that  year  and  pay  over  to  the  Reading 
Company."  ^  In  1908  the  coal  company  paid  the 
Reading  Company  two  per  cent  interest,  which  was 
as  high  a  rate  as  it  had  ever  paid  up  to  that  time.^ 
Since  1908  the  rate  has  regularly  been  less  than  two 
per  cent,  and  in  1911  was  as  low  as  one-half  of  one  per 
cent.*  Notwithstanding  this  low  rate  of  interest  the 
coal  and  iron  company  is  frequently  operated  at  a  loss. 
The  results  of  its  operations  for  the  last  six  years  are 
as  follows:* 

1905-1906  Loss $71,482 

1906-1907  Loss 130,745 

1907-1908  Profit    207,523 

1908-1909  Profit    66,973 

1909-1910  Loss 71,500 

1910-1911  Loss 103,316 

In  the  year  1910-11,  the  Reading  Company  accepted 
on  the  sum  due  it  from  the  Reading  Coal  and  Iron 
Company  one-half  of  one  per  cent.  Mr.  Baer  admitted 
that  if  the  coal  and  iron  company  were  charged  the 
regular  rate  of  interest,  it  would  probably  be  conducted 
at  a  loss  every  year.*  Its  frequent  deficits,  which 
are  borne  by  the  Reading  Company,  are  mainly  due 
to  the  high  freight  rates  charged  by  the  Reading  Rail- 

1  Filee  of  Interstate  Commerce  Commiarion  in  case  of  W.  R.  Hearst  v.  Philadelphia 
and  Reading  Railway  Company.  Testimony,  vols,  i-iz,  pp.  1-4377.  p.  556.  Referred 
to  as  Files  of  Interstate  Commeroe  Commission. 

*  Transcript  of  Record  in  Sherman  Anti-Trust  Case,  vol.  ii,  pp.  190-191. 

*  Annual  Reports  of  the  Reading  Company. 

«  Annual  Reports  of  the  Reading  Company.  The  annual  reports  of  the  Reading 
Company,  the  Railway,  and  the  Coal  Company  are  published  in  the  same  pamphlet, 
and  tho  their  operations  are  given  separately,  the  results  of  their  combined  operations 
are  also  shown. 

*  Files  of  Interstate  Commeroe  Commission,  p.  970. 
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road.  Any  losses  thus  incurred  by  the  coal  company 
are  counterbalanced  by  the  large  profits  made  by  the 
railroad  on  the  transportation  of  coal.  Since  both  the 
coal  company  and  the  railroad  are  entirely  owned  by 
the  Reading  Company,  it  is  immaterial  to  the  Company 
whether  its  profits  come  from  the  mining  of  coal  or 
from  its  transportation.  Whether  freight  rates  are 
high  or  low  makes  a  great  deal  of  difference,  however, 
to  the  independent  operators,  and  it  would  appear 
that  the  desire  to  bring  about  their  elimination  is  the 
real  explanation  of  such  an  adjustment  of  freight  rates 
as  results  in  the  mining  operations  of  the  railroad  coal 
companies  being  carried  on  at  an  apparent  loss.  Inci- 
dentally it  may  be  observed,  also,  that  this  complex 
organization  has  made  more  difficult  the  judicial 
determination  whether  the  railway  has  an  interest 
in  the  coal  transported  by  it  in  violation  of  the  com- 
modity clause. 

The  more  usual  method,  however,  of  canying  on 
coal  mining  operations  is  through  the  ownership  of  the 
stock  of  coal  mining  companies.  The  relation  of  the 
Lehigh  Valley  Railroad  to  the  Lehigh  Valley  Coal 
Company  illustrates  this  method. 

The  Lehigh  Valley  Railroad  owns  all  the  stock 
($1,965,000)  of  the  Lehigh  Valley  Coal  Company, 
one  of  the  largest  coal  mining  companies.  The  rail- 
road and  the  coal  company  had,  in  1908,  the  same 
president,  vice-president,  treasurer  and  secretary; 
most  of  the  members  of  the  executive  committee  of  the 
coal  company  were  on  the  executive  committee  of  the 
railroad,^  and  two  of  the  six  directors  of  the  coal 
company  were  directors  of  the  railroad.  The  Lehigh 
Valley  Coal  Company  has  never  paid  a  dividend;* 

>  Tnnioript  of  Record  in  Sbennan  AnU-Tnut  Cms,  Ezh.  58. 
«  Ibid..  ToL  T,  p.  771. 
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in  fact,  it  has  frequently  borrowed  large  sums  from 
the  raikoad.  It  was  observed  in  the  annual  report  of 
the  Lehigh  Valley  Raaroad  for  1901  that  "  under  the 
existing  arrangements  the  Lehigh  Valley  Coal  Company 
is  compelled  to  depend  upon  the  Railroad  Company 
for  working  capital  to  carry  on  its  operations/'  *  and 
during  the  year  ending  in  November,  1901,  one  million 
dollars  was  advanced  by  the  railroad  to  the  coal  com- 
pany.* Mr.  Walter,  formerly  president  of  the  Lehigh 
Valley  Railroad,  testified  in  1904  that  during  his 
administration  the  coal  company  had  always  borrowed 
of  the  railroad  when  it  wanted  money.'  The  present 
indebtedness  of  the  coal  company  to  the  railroad  is 
$10,537,000,  represented  by  certificates  of  indebtedness. 
About  one-half  of  these  were  given  by  the  coal  com- 
pany to  the  railroad  in  return  for  the  stocks  of  some 
coal  companies  purchased  from  the  railroad,  and  the 
other  half  represented  an  exchange  for  some  bonds  of 
the  coal  company,  which  had  been  held  by  the  railroad. 
Upon  these  certificates  no  interest  has  ever  been  paid 
by  the  coal  company.*  In  addition  to  this  free  loan 
the  railroad  has  guaranteed  $12,596,000  of  the  bonds 
of  the  coal  company,  a  large  part  of  which  represents 
advances  made  to  it  by  the  railroad.  The  interest 
on  these  bonds  is  now  paid  by  the  coal  company,  but 
prior  to  1903  or  1904  it  had  been  paid,  in  some  cases, 
by  the  railroad.^  The  capital  stock  of  the  Lehigh 
Valley  Coal  Company  is  part  of  the  security  for  the 
general  mortgage  executed  by  the  Lehigh  Valley  Rail- 

1  Annual  Report  of  the  Lehigh  Valley  RaUroad,  1901.  p.  25. 

«  Ibid..  1001.  p.  25. 

>  Filea  of  Intentate  Commerce  Commiauon«  p.  2384. 

<  Tranacript  of  Reoord  in  Sherman  Anti-Truet  Case.  voi.  v.  p.  798.  In  1912  tbe 
Lehigh  Valley  Coal  Company  redeemed  and  cancelled  theee  certificates  of  indebtedness 
and  paid  the  arrearages  of  interest  at  a  rate  of  4  per  cent  per  annum.  Annual  Report 
of  tbe  Lehigh  Valley  Coal  Company.  1912,  p.  7. 

•  Transcript  of  Reoord  in  Sherman  Anti-Trust  Caee,  vol.  v,  pp.  772,  778. 
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road  in  1903  under  which  mortgage  bonds  to  the 
amount  of  $23,539,000  have  been  issued.^  Among 
other  considerations  that  indicate  the  practical  oneness 
of  these  two  companies  may  be  mentioned  the  fact 
that  the  Lehigh  Valley  Coal  Company  has  leased 
some  of  its  lands  to  tenants  upon  the  condition  that 
their  output  be  transported  over  the  Lehigh  Valley 
Railroad.*  And  the  fact  that  the  railroad  has  been 
willing  to  lend  money  to  the  coal  company  without 
requiring  the  payment  of  any  interest  thereon  would 
appear  to  show  conclusively  that  the  two  are  practi- 
cally identical. 

The  identity  of  the  railroad  and  the  coal  company 
has  received  judicial  recognition.  In  the  case  of  the 
Lehigh  Valley  Railroad  Company  v.  Rainey,  it  was  held 
of  the  relations  of  the  railroad  to  the  coal  company 
that  "  the  identity  of  interest  between  the  two  corpora- 
tions was  so  plain  that  it  seemed  idle  to  question  it."  ' 
Judge  Bufiington  held  in  1910,  that  in  work,  profit, 
interest,  and  official  personnel  the  coal  company  was 
but  an  alter  ego  of  the  railroad  itself.^  In  speaking 
of  the  relation  of  the  Lehigh  Valley  Railroad  to  the 
Lehigh  Valley  Coal  Company  the  Supreme  Court  held 
that  it  was  clear  "  that  the  fact  averred  tended  to  show 
an  actual  control  by  the  Railroad  Company  over  the 
property  of  the  Coal  Company  and  an  actual  interest 
in  such  property  beyond  the  mere  interest  which  the 
Railroad  Company  would  have  had  as  a  holder  of  stock 
in  the  Coal  Company."  * 

1  TraDBcrix>t  of  Record  in  Commodity  CUuse  Cases,  Supreme  Court  of  the  United 
States,  October  Term,  1908.  no.  564.     The  U.  S.  v.  The  L.  V.  R.  R.  Co.,  p.  19. 

>  Bond  Record,  May,  1896,  p.  368. 

s  112  Fed.  Rep.  487. 

•  183  Fed.  Rep.  461.    Decision  of  Circuit  Court,  December  8,  1910. 

»  220  U.  S.  272.  Decision  of  Supreme  Court  in  U.  S.  r.  L.  V.  R.  R.,  Co.,  April  3, 
1911. 
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This  practical  identity  of  railroad  and  coal  mining 
company  holds  true  also  for  the  Central  Railroad  of 
New  Jersey,  the  Erie,  the  Pennsylvania,  and  the  New 
York,  Ontario  and  Western,  all  of  which  own  the  stock 
of  coal  mining  companies,  tho  not  in  every  case  is  it 
true,  as  with  the  Lehigh  Valley,  that  the  railroad  owns 
all  of  the  stock  of  its  constituent  coal  companies. 

In  marked  contrast,  however,  to  most  of  the  an- 
thracite carriers,  the  Delaware,  Lackawanna  and  Wes- 
tern Railroad  owns  its  coal  lands  directly  and  mines 
its  own  coal.  With  the  exception  of  a  part  interest 
in  the  Temple  Iron  Company,  it  has  no  subsidiary 
coal  mining  companies.  It  does  own  the  capital  stock 
of  two  coal  companies,  the  Lackawanna  Valley  Coal 
Company  and  the  Glen  Alden  Coal  Company,  but 
neither  of  them  produces  any  coal,  and  only  one  of 
them,  the  Glen  Alden  Coal  Company,  owns  any  coal 
lands,  its  holdings  amounting  to  less  than  two  acres.  ^ 
The  Lackawanna  Railroad  in  the  past  has  absorbed 
a  number  of  coal  companies,  but  these  have  always 
been  merged  with  it,  so  that  it  now  conducts  mining 
operations  directly  through  its  own  coal  department.' 

The  railroad  has  been  very  profitable.  Dividends 
have  been  paid  regularly  since  1880,  and  have  averaged 
27  per  cent  per  annum  for  the  past  ten  years.'  There 
was  also  a  stock  dividend  of  15  per  cent  in  1909,  and 
stockholders  were  in  1912  given  the  privilege  of  sub- 
scribing at  par  for  stock  equal  to  40  per  cent  of  their 
holdings,  the  market  price  of  the  stock  at  the  time  being 
$583.^     Inasmuch  as  some  40  per  cent  of  the  earnings 

>  Tnuiflcript  of  Record  in  Sherman  Anti-TruBt  Caw,  vol.  ii,  p.  679  and  Transcript  of 
Record  in  the  Commodity  Clauae  Canee,  no.  562.  The  U.  8.  v.  D.  L.  A  W.  R.  R. 
Co..  p.  12. 

s  For  an  account  of  the  recent  organisation  of  a  coal  selling  company,  see  p.  607. 

I  Annual  Reports  of  the  Lackawanna  Railroad  and  Poor's  Manual,  1913,  p.  1394. 

•  Ciiron..  96:  1746, 1912. 
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of  the  railroad  come  from  the  transportation  of  coal, 
mainly  anthracite,  it  is  evident  that  the  business  of 
mining  and  transporting  coal,  judging  by  the  com- 
bined results  of  the  two  operations,  is  profitable,  and 
that  the  failure  of  many  coal  companies  to  show  a  profit 
is  due  to  the  adoption  of  a  system  of  accounting  which 
credits  the  railroad  with  profits  jointly  earned  by  the 
railroad  and  its  coal  company.^ 

The  Delaware  and  Hudson  Company,  like  the 
Lackawanna,  mines  coal  from  its  own  lands.  It  keeps 
an  account  in  its  books  with  the  coal  department, 
but  this  is  a  mere  bookkeeping  charge,  as  practically 
all  of  the  coal  shipped  over  the  railroad  is  the  product 
of  its  own  mines.*  The  Delaware  and  Hudson,  how- 
ever, owns  the  stock  of  several  companies  owning  coal 
lands  and  engaged  in  the  production  of  coal.  It  holds 
the  entire  capital  stock  ($1,500,000)  of  the  Northern 
Coal  and  Iron  Company,  and  of  the  Jackson  Coal 
Company  ($100,000).  The  Delaware  and  Hudson 
acquired,  in  March,  1901,  all  the  stock  ($100,000) 
of  the  Hudson  Coal  Company,  which  in  1905  purchased 
the  stock  of  the  Schuylkill  Coal  and  Iron  Company 
($1,000)  and  of  the  Shanferoke  Coal  Company  ($5,000).' 
On  account  of  the  decision  of  the  Supreme  Court  in 
the  Commodity  Clause  case,  the  Delaware  and  Hudson 
arranged  in  1909  ^  to  sell  its  whole  present  and  future 
output  to  the  Hudson  Coal  Company.*  The  officers 
and  directors  of  these  various  companies  are  mainly 
drawn  from  those  of  the  Delaware  and  Hudson  Com- 

>  In  the  case  of  the  ooal  companies  of  the  Reading,  the  Central  Raflroad  of  New 
Jersey,  and  the  Lehigh  Valley,  the  interest  eharges  on  their  enormous  holdings  oi 
undeveloped  ooal  lands  explain,  in  part,  the  frequently  recurring  deficits. 

*  Transcript  of  Record  in  Sherman  Anti-Trust  Case,  vol.  iii,  Ezh.  160. 

•  Transcript  of  Record  in  Sherman  Anti-Trust  Case,  vol.  iii,  Ezh.  123. 
«  See  p.  610. 

»  Annual  Report  of  the  Delaware  and  Hudson  Company,  1010,  p.  10. 
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pany.^  *  The  Delaware  and  Hudson  has  been  well 
managed,  and  has  been  prosperous.  Dividends  have 
been  regularly  paid  since  1840.  During  this  time  six 
stock  dividends  aggregating  87  per  cent  have  been 
distributed,  and  yet  the  rate  of  cash  dividend  has 
averaged  nearly  7.5  per  cent.'  And  since  1907  the 
rate  of  dividend  has  regularly  been  9  per  cent.  This 
dividend  record'  confirms  the  conclusion  reached  in  the 
case  of  the  Lackawanna  Railroad,  that  coal  mining 
operations  are  profitable,  but  that  the  practical  identity 
of  railroad  and  coal  company  explains  in  many  cases  why 
the  mining  end  of  the  business  fails  to  register  a  profit. 

Such  were  the  relationships  between  the  anthracite 
railroads  and  the  coal  mining  companies  at  the  time 
when  the  passage  of  the  commodity  clause  apparently 
made  it  necessary  for  the  railroads  to  divorce  them- 
selves from  their  coal  business. 

Compliance  with  the  law,  however,  was  more  difficult 
in  most  cases  than  might  appear  at  first  glance.  It 
is  true  that  the  Lackawanna  Railroad,  whose  coal 
property  was  unmortgaged,  could  have  sold  its  coal 
lands,  and  the  Pennsylvania  Railroad,  which  held  its 
stock  in  coal  mining  companies  free  of  encumbrance, 
could  have  disposed  of  its  shares.  But  the  situation 
in  the  case  of  the  other  carriers  was  more  complex. 
In  most  cases  the  railroads  had  mortgaged  their  coal 
lands  as  security  for  long  term  bonds.  These  mortgages 
had  been  placed  directly  upon  the  land  where  the  land 
was  directly  owned,  and  upon  the  stock  of  the  coal 
companies  where  the  land  was  owned  by  a  subsidiary 
coal  company.     In  the  case  of  the  Delaware  and  Hud- 

>  Tmucriiyt  of  Record  in  Sherman  Anti-Trust  Cms.  yoI.  iii,  Bzh.  128. 

*  Annual  Reports  of  the  Delaware  and  Hudson  Compaay  and  Poor's  Manual,  IMS, 
p.  1870. 

•  Forty-six  per  eent  of  the  earnings  of  the  Delaware  and  Hudson  Company  ai« 
derived  from  the  transportation  of  ooal. 
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son,  for  example,  all  of  its  coal  bearing  lands  in  Penn- 
sylvania, together  with  all  its  railroads  in  Pennsylvania 
north  of  Scranton,  were  subject  to  the  lien  of  a  mortgage 
securing  $5,000,000  bonds  maturing  in  1917.  These 
liens  were  upon  both  the  railroad  and  the  coal  property.^ 
The  Lehigh  Valley,  the  Erie,  the  Central  of  New  Jersey, 
and  the  Reading,  on  the  other  hand,  had  mortgaged 
the  stocks  of  their  principal  coal  companies  to  secure 
the  bonds  issued  by  the  respective  railroads.  For 
example,  the  Lehigh  Valley  had  deposited  the  stock 
of  the  Lehigh  Valley  Coal  Company,  of  the  Hazelton 
Coal  Company,  and  of  several  other  companies,  as 
part  security  for  its  General  Consolidated  Mortgage, 
executed  September  30,  1903,  under  which  bonds  to 
the  amount  of  $23,539,000  had  been  issued,  which  were 
outstanding  in  the  hands  of  the  public.  There  was  an 
absolute  inhibition  in  the  mortgage  against  releasing 
the  stocks  of  the  Lehigh  Valley  Coal  Company  and  the 
Hazelton  Coal  Company  from  the  operation  of  the 
indenture,  and  the  stocks  of  the  other  coal  companies 
could  not  be  released  from  the  lien,  unless  their  aliena- 
tion, in  the  opinion  of  the  trustee,  would  not  be  detri- 
mental to  the  seciuity  of  the  bonds.*  The  general 
mortgage  of  the  Reading  Company  also  contained 
an  inhibition  against  any  separation  of  the  railroad 
and  the  coal  properties.  The  two  mortgages  of  the 
Erie  Railroad,  secured  in  part  by  the  deposit  of  the 
stock  of  the  Hillside  Coal  and  Iron  Company  and  of 
the  Pennsylvania  Coal  Company,  contained  no  pro- 
vision for  a  release  of  the  stocks  pledged.'  The  general 
mortgage  of  the  Central  Railroad  of  New  Jersey, 

>  TnuMoript  of  Record  in  Commodity  Qaoie  Cmm,  no.  M6.    Tbe  U.  S.  v.  The  D. 
and  H.  Co.,  p.  12. 

«  Ibid.,  no.  504.     The  U.  S.  v.  The  L.  V.  R.  R.  Co..  pp.  19.  23  aeq. 

•  Ibid.,  no.  667.    Tbe  U.  a  ▼.  Tbe  C.  R.  R.  Co.  of  N.  J.,  pp.  9-10, 15-18.  41. 
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secured  in  part  by  the  bonds  and  stocks  of  the  Lehigh 
and  Wilkes-Barre  Coal  Company,  did  make  provision 
for  releasing  the  property  pledged,  providing  no  objec- 
tion to  the  release  was  made  by  the  trustee.^ 

In  every  case  where  the  coal  properties  had  been 
mortgaged  the  bonds  were  secured  by  both  the  rail- 
road and  the  coal  properties.  The  mortgage  debt  of 
the  railroads  which  had  thus  pledged  their  railway  and 
coal  properties  aggregated  over  $400,000,000,  and  most 
of  the  bonds  had  long  terms  to  run.  The  existence  of 
these  mortgages  presented  a  real  difficulty  in  any  separa- 
tion of  the  railroads  and  their  coal  lands.  This  separa- 
tion was  likely  to  meet  with  considerable  opposition 
from  bondholders,  who  would  fear  a  diminution  of  their 
security  because  of  the  danger  that  part  of  the  coal 
tonnage  might  be  shipped  over  another  railroad. 

Because  of  these  difficulties,  which  were  accentuated 
by  the  panic  of  1907  and  the  resulting  depression,  and 
because  it  was  believed  that  the  commodity  clause 
would  be  held  by  the  courts  to  be  unconstitutional, 
practically  no  effort  was  made  by  the  principal  coal 
roads  to  comply  with  the  law.  The  Buffalo,  Rochester 
and  Pittsburgh  attempted  to  reorganize  in  such  a 
way  as  to  comply  with  the  law  without  running  any 
risk  of  losing  its  coal  tonnage.  It  organized  the 
Mahoning  Investment  Company,  and  transferred  to 
this  company  for  a  nominal  consideration  the  coal 
lands  of  the  railroad.  It  then  distributed  the  shares 
of  the  Investment  Company  pro  rata  among  its  stock- 
holders.* The  profits  on  the  mining  of  coal  thus 
went  directly  to  the  stockholders  of  the  railroad,  without 
passing  through  the  hands  of  the  railroad  itself.  The 
Louisville  and  Nashville  and  a  few  other  roads  succeeded 

1  Transcript  of  Record  in  Commodity  Clause  Cases,  no.  567.     The  U.  S.  v.  The 
C.  R.  R.  Co.  of  N,  J.,  pp.  9-10,  15-18.  41. 
«  Cbron.,  85:  373,  1907. 
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in  disposmg  of  their  coal  properties.  The  attempts 
to  comply  with  the  law  were,  however,  few  in  number 
and  were  confined  mainly  to  the  soft  coal  roads. 

The  seriousness  of  the  situation,  largely  because  of 
the  enormous  fines  which  a  violation  of  the  clause 
would  entail,  was  sufficiently  realized  by  the  Govern- 
ment. The  Department  of  Justice  announced  in 
the  middle  of  January,  1908,  that  proceedings  would 
be  brought,  as  soon  as  possible  after  the  clause  went 
into  effect,  but  that  meanwhile  the  railroads  were 
not  to  be  prosecuted  for  a  failure  to  comply  with  the 
terms  of  the  act,  provided  they  co5perated  with  the 
Government  and  immediately  in  good  faith  obeyed 
the  decision  of  the  Supreme  Court  when  renda'ed.^ 
Somewhat  later  an  effort  was  made  in  the  Senate  to 
postpone  the  operation  of  the  clause.  On  the  31st  of 
March,  1908,  Senator  Elkins  introduced  a  Joint  Reso- 
lution to  suspend  the  commodity  clause.  As  amended 
by  the  Committee  on  Interstate  Commerce  to  which 
it  had  been  referred,  this  resolution  provided  for  a 
suspension  of  the  penalties  of  the  clause  until  January 
1,  1910,  but  the  instituting  of  proceedings  for  the 
enforcement  of  the  clause  was  not  to  be  affected  in  any 
way.  Consideration  of  the  measure  was  taken  up 
by  the  Senate  on  April  28,  1908.  Its  passage  was 
urged  by  Senator  Elkins  on  the  ground  that  the  rail- 
roads had  tried  to  make  the  necessary  financial  arrange- 
ments, but  had  been  unable  to  do  so,  because  of  the 
panic  of  1907.  He  urged  that  it  was  only  fair  to  suspend 
the  clause  \mtil  the  law  could  be  tested.' 

The  Joint  Resolution  had  the  support  of  the  Inter- 
state Commerce  Commission.  In  a  letter  to  the  Senate 
dated  April  2,  1908,  this  body,  without  stating  its 

>  Chron..  86:  227, 1908. 

I  Cone.  Raoord.  AprQ  28. 1906.  p.  5881.  And  May  1, 1906.  p.  W38. 
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reasons,  urged  the  passage  of  the  resolution.^  In 
response  to  a  request  of  the  Senate  directmg  it  to  state 
its  reasons,  the  Commission  replied  (May  8)  that  the 
financial  depression  had  produced  conditions  pre- 
sumably not  anticipated  when  the  clause  was  enacted. 
The  enforcement  of  the  clause  now  would,  in  its  opinion, 
work  considerable  hardship,  particularly  on  the  inde- 
pendent coal  operators,  who  were  mining  coal  from  lands 
leased  from  the  Pocohontas  Coal  and  Coke  Company, 
owned  by  the  Norfolk  and  Western  Railroad,  and 
shipping  their  product  over  its  line.  The  railroad, 
according  to  the  counsel  of  the  Interstate  Conunerce 
Commission,  was  unable  to  dispose  of  its  coal  lands, 
and  consequently  would  be  unable  to  carry  the  coal 
of  the  independent  operators.  The  Commission, 
therefore,  favored  a  suspension  of  the  penalties  until 
January  1,  1910,  in  order  to  give  the  courts  time  to 
test  the  validity  of  the  clause.' 

On  the  13th  of  May,  Senator  Foraker,  who  had  taken 
a  prominent  part  in  the  debate,  introduced  a  sub- 
stitute amendment,  which  provided  that  the  clause 
should  "  not  apply  to  any  article  or  commodity  law- 
fully acquired  and  owned  prior  to  the  29th  day  of  Jime, 
1906,  by  any  railroad  company  under  and  by  virtue 
of  any  statute,  franchise,  or  charter  lawfully  issued 
by  the  United  States  or  any  State  or  territory  thereof."  • 
On  account  of  his  illness  a  vote  on  this  amendment 
was  not  taken  until  May  22.  On  that  date  it  was 
defeated  by  23  to  32,  —  37  not  voting.*  On  the  4th  of 
January,  1909,  the  resolution  of  Senator  Elkins  came 
up  again  for  consideration,  but  was  laid  aside  for  several 
successive  days,  and  after  January  11, 1909,  apparently 
was  not  taken  up  again. 

1  Cong.  Record,  May  1. 1006.  p.  6533.        *  Ibid.,  p.  9902, 

•  Ibid..  May  13. 1006.  pp.  6108-6104.         «  Ibid..  May  22.  1006.  p.  6764 . 
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But  meanwhile,  on  May  1,  1908,  the  commodity 
clause  had  gone  into  effect.  On  the  5th  of  June,  1908, 
the  Government  began  its  suit  against  the  anthracite 
carrying  raih-oads  by  filing  in  the  Circuit  Court  for  the 
Eastern  District  of  Pennsylvania  bills  of  equity  and 
alternative  writs  of  mandamus  against  the  Philadelphia 
and  Reading,  the  Lackawanna,  the  Delaware  and 
Hudson,  the  Lehigh  Valley,  the  Central  of  New  Jersey, 
the  Erie  and  the  Pennsylvania.  The  suit  against  the 
Reading,  however,  was  not  pressed,  as  its  interest  in 
the  coal  transported  by  it  was  less  direct  than  was  that 
of  the  other  railroads;  the  Government  attempted 
to  secure  a  decision  first  upon  the  other  cases.  It  was 
charged  in  these  proceedings  that  certain  of  the  defend- 
ant railroads  were  directly  engaged  in  mining  operations, 
and  others  indirectly  engaged  through  the  ownership 
of  the  capital  stock  of  subsidiary  coal  companies, 
and  that  all  the  railroads  were  transporting  the  coal 
so  mined  in  interstate  commerce  in  violation  of  the 
commodity  clause.^ 

The  first  decision  in  the  Circuit  Court,  September 
10,  1908,  was  against  the  government.  Thftt  court 
(Justice  Buffington  dissenting)  held  the  commodity 
clause  to  be  ''  a  practical  violation  of  the  letter  and 
spirit  of  the  fifth  amendment,"  *  and  intimated  further 
that  it  was  not  within  the  commerce  clause  of  the 
constitution,  since  entire  exclusion  from  interstate 
commerce  was  not  to  be  deemed  a  regulation  of  it.' 

1  164  Fed.  Rep.  217. 

s  Tbe  enforcement  of  the  ftct,  the  Court  held,  "  will  compel  the  defendanta  to  cease 
mining  and  transporting  sueh  ooal,  while  still  retaining  their  ownership  or  interest 
therein,  ...  or,  they  will  be  compelled  to  surrender  and  diveet  themselves  of  title 
thereto  by  a  compulsory  sale  of  these  coal  lands  and  stock  in  coal  companies.  When 
we  consider  the  magnitude  of  the  sacrifice  that  must  certainly  attend  such  a  sale,  from 
throwing  upon  the  market  at  once  these  properties,  ...  it  will  be  manifest  that  either 
altematiTe  means  a  deprivation  of  property  of  enormous  value  by  the  mere  command 
of  the  statute,  without  process  of  law  or  just  compensation  therefor." 

•  Tbe  tesrt  of  the  decision  is  in  164  Fed.  Rep.  217  seq.  See  especially  pp.  226,  232, 
229,  and  (for  the  dissenting  opinion)  262-254. 
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An  appeal  was  at  once  taken  to  the  Supreme  Court, 
which  rendered  its  decision  ^  on  May  3, 1909,  less  than  a 
year  after  the  original  suit  had  been  brought.  The 
clause  was  declared  to  be  within  the  power  of  Congress.* 
The  Supreme  Court  held  that  the  commodity  clause 
''  applies  four  generic  prohibitions,  that  is,  it  forbids 
a  railroad  carrier  from  transporting  in  interstate  com- 
merce articles  or  commodities,  1,  which  it  has  manu- 
factured, mined  or  produced;  2,  which  have  been  so 
mined,  manufactured  or  produced  under  its  authority; 
3,  which  it  owns  in  whole  or  in  part ;  and,  4,  in  which 
it  has  an  interest,  direct  or  indirect." '  The  court 
noted  that  the  first  two  prohibitions,  if  literally  con- 
strued, operated  upon  the  right  to  transport  a  com- 
modity because  of  an  antecedent  act  of  manufacturing 
or  mining,  whereas  the  last  two  prohibitions  spoke 
in  the  present,  referring  to  ownership  at  the  time  of 
the  transportation  of  the  commodity.  Should  the 
first  two  be  held  to  prohibit,  irrespective  of  the  relation 
of  the  carrier  to  the  commodity  at  the  time  of  trans- 
portation, and  should  the  last  two  only  prohibit  owner- 
ship at  the  time  of  transportation,  the  result  would 
be,  said  the  Court,  to  give  the  statute  a  semi-annihila- 
tive  meaning.  It  treated  these  four  prohibitions, 
however,  ''  as  having  a  common  purpose,  that  is,  the 
dissociation  of  railroad  companies  prior  to  transporta- 
tion from  articles  or  commodities,  whether  the  associa- 
tion resulted  from  manufacture,  mining,  production 
or  ownership,  or  interest,  direct  or  indirect."  *  The 
Supreme  Court  noted  that  the  first  two  prohibitions 

t  213  U.  8.  866-419. 

*  An  interpretation  wm  put  upon  the  oommodity  oUuee  by  the  Supreme  Court 
which  made  it  unneoeesaiy  to  paai  upon  the  constitutional  queetiona  raised  by  tlie 
Circuit  Court;  but  these  constitutional  questions  presumably  will  come  up  again  before 
the  Supreme  Court  for  final  determination. 

•  213  U.  S.  406.  *  Ibid.,  412. 
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were  radical  and  the  last  two  more  reasonable.  It 
restrained,  therefore,  the  wider  and  more  doubtful 
prohibitions  in  order  to  make  them  accord  with  the 
narrower  and  more  reasonable  ones,  which  provided 
for  dissociation  at  the  time  of  transportation.  A 
railroad  was  not,  therefore,  it  was  held,  forbidden  to 
transport  articles  which  had  been  mined  by  it  or  which 
it  had  previously  owned,  provided  it  had  dissociated 
itself  from  these  articles  prior  to  the  act  of  transporta- 
tion. 

It  might,  however,  be  held  that  some  of  the  rail- 
roads had  an  "  interest,"  direct  or  indirect,  in  the  coal 
transported  by  them,  even  tho  it  had  not  been  directly 
mined  or  owned  by  them  at  any  time  prior  to  the  act 
of  transportation.  The  Supreme  Court,  therefore, 
proceeded  to  analyze  the  nature  of  the  interest,  direct 
or  indirect,  which  was  prohibited  by  the  commodity 
clause  and  which  it  had  interpreted  to  refer  only  to  an 
interest  at  the  time  of  transportation.  The  Govern- 
ment had  contended  that  since  the  statute  referred  to 
any  interest,  direct  or  indirect,  it  prohibited  the  trans- 
portation of  commodities,  mined  by  a  bona  fide  corpora- 
tion in  which  the  carrier  held  a  stock  interest,  however 
small.  The  contention  of  the  railroads,  on  the  other 
hand,  had  been  that  interest  included  only  conunodities 
in  which  the  carrier  had  a  legal  interest,  and  did  not 
prohibit  the  transportation  of  commodities  mined 
by  a  separate  corporation  in  which  the  transporting 
carrier  held  stock.  The  Supreme  Court  held  that,  if 
the  interest  referred  to  meant  a  legal  or  equitable 
interest,  the  mere  ownership  of  stock  in  a  distinct 
corporation  did  not  prohibit  a  carrier  from  transport- 
ing in  interstate  conunerce  articles  mined  by  that  cor- 
poration. It  was  admitted  by  the  prosecution  that 
this  would  follow  were  the  clause  to  be  interpreted  to 
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mean  a  legal  interest.  The  question  in  dispute,  then, 
was  this:  did  the  interest  mentioned  in  the  act  refer 
merely  to  a  legal  interest  ?  The  Government  main* 
tained  that  the  term  interest  should  be  interpreted 
broadly,  including  such  as  is  involved  in  the  ownership 
of  stock  in  a  subsidiary  coal  company.  If  interest 
were  to  be  taken  to  mean  merely  a  legal  one,  the 
commodity  clause  would  be  without  significance. 
The  Court  held,  however,  that  this  was  not  true.  It 
pointed  out  that  the  Senate  had  rejected  an  amend- 
ment which  specifically  provided  that  interest,  direct 
or  indirect,  was  intended  among  other  things  to  embrace 
an  interest  resulting  from  ownership  of  stock.  The 
failure,  held  the  Court,  to  provide  for  this  contingency 
in  express  language  gave  rise  to  the  implication  that 
it  was  not  the  purpose  to  include  it. 

"  At  all  events,  in  view  of  the  far-reaching  consequences  of  giving 
the  statute  such  a  construction  as  that  contended  for  .  .  .  and  of 
the  questions  of  constitutional  power  which  would  arise  if  that 
construction  were  adopted,  we  hold  the  contention  of  the  Govern- 
ment not  well  founded.  We  then  construe  the  statute  as  pro- 
hibiting a  railroad  company  engaged  in  interstate  commerce  from 
transporting  in  such  commerce  articles  or  commodities  imder  the 
following  circumstances  and  conditions:  (a)  When  the  article  or 
commodity  has  been  manufactured,  mined  or  produced  by  a  carrier 
or  under  its  authority,  and  at  the  time  of  transportation  the  earner 
has  not  in  good  faith  before  the  act  of  transportation  dissociated 
itself  from  such  article  or  commodity;  (6)  When  the  carrier  owns 
the  article  or  commodity  to  be  transported  in  whole  or  in  part; 
(c)  When  the  carrier  at  the  time  of  transportation  has  an  interest, 
direct  or  indirect,  in  a  legal  or  equitable  sense  in  the  article  or 
commodity,  not  including,  therefore,  articles  or  commodities 
manufactured,  mined,  produced  or  owned,  etc.,  by  a  bona  fide 
corporation  in  which  the  railroad  company  is  a  stockholder."  ^ 

Justice  Harlan  held,  in  a  dissenting  opinion,  that 
the  act,  reasonably  and  properly  construed,  included 
within  its  prohibitions  the  transportation  of  coal  by 

>  218  U.  S.  414-415. 
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a  railroad  company,  if,  at  the  time,  it  were  the  owner, 
legally  or  equitably,  of  stock  —  certainly  if  it  owned 
a  majority  or  all  the  stock  —  in  the  company  which 
mined,  manufactured  or  produced,  and  then  owned, 
the  coal  which  was  being  transported  by  the  railroad 
company.  Any  other  view  of  the  act,  he  held,  would 
enable  the  transporting  railroad  company,  by  one 
device  or  another,  to  defeat  altogether  the  purpose 
which  Congress  had  in  view,  which  was  to  divorce, 
in  a  real,  substantial  sense,  production  and  transporta- 
tion, and  thereby  to  prevent  the  transporting  company 
from  doing  injustice  to  other  owners  of  coal.  Justice 
Harlan  did  not  present  any  argument  sustaining  his 
dissenting  opinion.  He  deemed  it  unnecessary  to  do 
more  than  express  his  non-concurrence,  inasmuch  as 
the  cases  had  been  determined  wholly  on  the  construc- 
tion of  certain  parts  of  the  act  which  Congress  could 
revise  if  it  deemed  it  desirable. 

The  rejection  by  Congress  of  an  amendment  specifi- 
cally providing  that  the  ownership  of  stock  in  a  sub- 
sidiary corporation  constitutes  such  an  interest  as  is 
forbidden  by  the  commodity  clause,  implied,  the  Su- 
preme Court  held,  that  Congress  did  not  intend  to 
prohibit  the  ownership  by  railroads  of  stock  in  coal 
mining  companies.  A  bill  to  make  the  clause  more 
effective  in  this  respect  was  introduced  in  the  House 
of  Representatives  by  Mr.  Wanger  of  Pennsylvania 
on  the  13th  of  May,  1909,  only  ten  days  after  the 
decision  of  the  Supreme  Coiut.  This  bill,  which  pro- 
vided specifically  that  the  ownership  of  the  stock  of  a 
subsidiary  corporation  should  be  held  to  constitute 
an  interest  (either  direct  or  indirect)  in  the  product 
of  that  corporation,  was  referred  to  the  Committee 
on  Interstate  and  Foreign  Commerce.  It  seems,  how- 
ever, never  to  have  emerged  from  committee.      In 
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the  following  year,  toward  the  close  of  the  debates 
on  the  Mann-EIkins  Act,  an  attempt  was  made  by 
Senator  Bailey  of  Texas  (who  had  taken  a  prominent 
part  in  framing  the  conmiodity  clause  of  the  Hepburn 
Act)  to  secure  the  adoption  of  an  amendment  which 
would  clearly  prohibit  stock  ownership.  In  connection 
with  this  subject  Senator  Bailey  remarked  that  in  the 
light  of  the  Supreme  Court  decision  the  prohibitions 
as  to  interest,  direct  or  indirect,  could  have  been 
improved  by  specifically  providing  that  the  ownership 
of  stock  in  certain  corporations  should  bring  the  com- 
mon carrier  within  the  terms  of  the  statute.  But,  he 
said  ''  I  did  not  .  .  .  think  that  necessary,  because 
I  was  familiar  with  that  line  of  decisions  which  have 
almost  uniformly  held  that  a  stockholder  in  a  corpora- 
tion has  an  interest  which  disqualifies  him  as  a  jmror 
in  the  trial  of  any  case  to  which  the  corporation  is  a 
party."  ^  Senator  Bailey  said  that  he  believed  he 
could  demonstrate,  the  Supreme  Court  to  the  contrary 
notwithstanding,  that  the  commodity  clause,  as  orig- 
inally adopted  by  Congress,  was  understood  to  mean 
in  the  debate  exactly  what  was  proposed  by  his  present 
amendment.*  His  amendment  was  defeated,  however, 
after  a  brief  discussion,  by  26  to  31,  —  36  not  voting.' 
Another  amendment,  not  so  far-reaching,  introduced 
by  Senator  Crawford  of  South  Dakota,  was  rejected 
without  a  roll  call.* 

The  Supreme  Court,  as  we  have  seen,  declared  the 
commodity  clause  constitutional.  Its  interpretation 
of  the  clause,  however,  appeared  to  render  it  ineffective. 
The  Circuit  Court  had  held  that  the  enforcement  of 
this  clause  would  make  it  necessary  for  the  anthracite 

1  Cong.  Recoid.  June  1. 1910.  p.  7212.    >  Ibid.,  p.  721S. 

>  Ibid.,  p.  72ia  *  Ibid..  June  2. 1910.  p.  7253. 
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carrying  railroads  either  to  cease  transporting  coal 
to  other  states,^  or  to  divest  themselves  of  all  title  or 
interest,  direct  or  indirect,  in  their  coal  properties,  by 
a  compulsory  sale  of  their  coal  lands  and  their  stocks 
in  coal  companies.  The  Supreme  Court  adopted, 
however,  an  entirely  different  interpretation.  It  held 
that  the  "  interest "  referred  simply  to  a  "  legal " 
interest  and  that  a  railroad  could  not,  therefore,  be 
said  to  be  interested,  either  directly  or  indirectly,  in 
the  mining  of  coal,  merely  because  it  owned  all  the 
capital  stock  of  a  coal  company  which  conducted  the 
mining  operations.  This  interpretation  appeared  to 
require  but  slight  changes  in  the  conduct  of  the  coal 
business,  as  most  of  the  railroads  did  not  mine  coal 
directly,  but  merely  owned  the  stock  of  coal  mining 
companies.  The  only  anthracite  railroads  which 
seemed  to  have  any  "  legal  "  interest  in  the  coal  trans- 
ported by  them,  and  which  were,  therefore,  affected 
by  the  decision,  were  the  Lackawanna  and  the  Dela- 
ware and  Hudson,  both  of  which  mined  coal  directly. 
These  roads  proceeded  at  once  to  reorganize  their 
affairs. 

The  Lackawanna  took  advantage  of  that  part  of  the 
decision  of  the  Supreme  Court  which  held  that  a  rail- 
road might  carry  in  interstate  commerce  an  article 
mined  by  it,  provided  it  had  in  good  faith,  before  the 
act  of  transportation,  dissociated  itself  from  the  com- 
modity so  mined.  The  Lackawanna  continued  to 
mine  coal,  and  to  transport  it  in  interstate  commerce, 
but  it  endeavored  to  dissociate  itself  from  the  coal 
prior  to  the  act  of  transportation  by  selling  it  to  another 
company.  On  August  1,  1909,  the  sales  division  of  the 
Coal  Department  of  the  railroad  was  discontinued, 
and  the  Delaware,   Lackawanna  and  Western  Coal 

>  Except,  of  ooune.  the  ooel  transported  for  independent  produoers. 
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Company,  with  a  capitalizatioii  of  16,590,700;  was 
organized  under  the  laws  of  New  Jersey.^  On  August 
2  a  contract  was  made  with  the  coal  company,  whereby 
the  raibroad  agreed  to  turn  over  to  the  coal  company 
its  present  stocks  of  coal,  and  to  sell  all  the  coal  there- 
after to  be  mined  or  purchased  by  the  railroad  for  a 
certain  per  cent  of  the  tidewater  price,  —  the  basis 
being  that  generally  prevailing  in  the  anthracite  region.* 
The  control  of  the  coal  company  was  vested  in  the  same 
hands  as  was  the  control  of  the  railroad,  its  stock  being 
purchased  by  shareholders  of  the  railroad,  with  funds 
provided  by  the  railroad.  Tho  paying  imusually  large 
dividends,  the  Lackawanna  had  for  several  years  been 
acctmiulating  a  large  surplus.  The  organization  of  the 
coal  company  ofifered  a  good  opportunity  for  distrib- 
uting some  portion  of  this  surplus.  A  stock  dividend 
of  15  per  cent  was  declared  (apparently  in  violation 
of  the  express  prohibitions  of  its  charter),  and  in 
addition  an  extra  dividend  of  50  per  cent  payable 
in  cash.  Stockholders  of  the  railroad  were  then  given 
the  option  of  using  one-half  of  this  extra  dividend  to 
piurchase  at  par  stock  in  the  newly  organized  coal 
company.'  As  a  result  the  stockholders  of  the  two 
companies  became  practically  identical,  and  har- 
monious relations  were  assured.  The  president  and 
one  of  the  vice-presidents  of  the  railroad  have  from  the 
beginning  been  two  of  the  seven  directors  of  the  coal 
company,  and  this  vice-president  has  regularly  been  the 
president  of  the  coal  company.^     Under  this  arrange- 

1  Annttal  Report  of  the  LeekAwaima  RaiLroad,  1900.  p.  10. 

I  CoDtnet  between  the  nilroed  and  the  eoel  oompaay.  See  oiitiiud  petition  ia 
U.  8.  V.  D.  L.  and  W.  R.  R.  Co.,  and  the  D.  L.  A  W.  Coal  Co..  in  the 
Dietriet  Court  of  the  United  Statea  for  the  Distriet  of  New  Jeney.  Referred  to  here- 
after a*  Oiisinal  Ffetition. 

I  Annual  Bj&port  of  the  Laekawanna  Railroad,  1000.  p.  11. 

4  Original  petition,  p.  14. 


Digitized  by 


Google 


COMMODITY  CLAU8B  LSOISLATION  609 

ment,  however,  it  was  possible  that  through  the  sale 
of  the  stock  of  one  or  the  other  of  the  two  companies 
this  community  of  interest  might  in  time  be  dissolved. 
The  danger  that  any  conflict  of  interest  would  thus 
arise,  which  might  jeopardize  the  future  traflEic  of  the 
railroad,  has  been  obviated  by  the  ingenious  provision 
that  the  contract  between  the  railroad  and  the  coal 
company  is  terminable  upon  six  months'  notice  by 
either  party.^  By  such  a  device  the  coal  company 
became  in  reality  a  mere  subsidiary  selling  agency  of 
the  railroad.* 

The  operations  of  the  coal  company  have  proved  to 
be  highly  profitable.  From  almost  the  very  beginning 
it  has  paid  10  per  cent  dividends  and  in  1913  it  declared 
an  extra  dividend  of  20  per  cent,*  while  at  the  same 
time  it  was  building  up  an  enormous  surplus. 

This  method  of  conforming  to  the  decision  of  the 
Supreme  Court  has  been  recently  attacked  by  the 
Government  in  a  suit  brought  against  the  Delaware, 
Lackawanna  and  Western  Railroad  and  the  Delaware, 
Lackawanna  and  Western  Coal  Company  on  February 
13,  1913.  The  bill  of  the  Government  recites  *  that 
the  present  arrangement  does  not  divest  the  railroad 
of  all  interest  in  the  coal  transported  by  it,  as  required 
by  the  commodity  clause.  It  is  charged  that  the  coal 
company  is  and  must  always  be  subservient  to  the  will 
of  the  railroad  and  those  who  control  it.  The  stock- 
holders of  the  railroad  have  constituted  the  dominant 
stockholders  of  the  coal  company,  and  probably  always 

1  CoDtnet  In  Original  PMitkm.  p.  88. 

I  The  ooal  company  acreed  to  punhaae  all  the  coal  offered  by  the  raOroad*  and 
no  other,  unleae  neoeaeary  to  comply  with  contiaota  then  outatanding.  and  it  haa  always 
leaaed  all  the  neoeaaary  treatlea  and  atorage  planta  from  the  railroad.  Contract  in 
Original  Petition,  pp.  37-80. 

I  Chron.,  98:  040. 1018. 

4  Origfaul  Patition,  p.  90. 
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will.  They  elect  its  officers,  determine  its  policies, 
and,  moreover,  they  may  take  away  its  sole  business 
upon  six  months'  notice.  If  its  conduct  shall  fail  to 
meet  with  their  approval,  it  may  be  deprived  of  all 
benefits  under  the  sales  contract,  and  its  business 
quickly  destroyed.  In  such  event  a  similar  subter- 
fuge could  be  organized,  and  the  profits  of  the  entire 
business  be  sec\u*ed  to  the  stockholders  of  the  rail- 
road. 

The  Government  also  charges  that  the  contract 
between  the  railroad  and  the  coal  company  is  in  re- 
straint of  trade,  and  an  attempt  to  monopolize  the  coal 
business  along  the  railroad's  lines  in  violation  of  the 
Sherman  Anti-Trust  Act. 

The  Delaware  and  Hudson,  like  the  Lackawanna, 
was  directly  engaged  in  the  mining  of  coal,  but  it  had  for 
several  years  sold  all  of  its  larger  sizes  of  coal  at  the 
mines,  prior  to  the  act  of  transportation.  This  practice 
had  not  been  followed,  however,  for  the  smaller  sizes. 
As  the  result  of  the  decision  of  the  Supreme  Court  the 
railroad,  on  June  1,  1909,  made  a  contract  with  the 
Hudson  Coal  Company,  all  of  whose  stock  was  owned 
by  the  railroad,  whereby  the  coal  company  agreed  to 
buy  at  the  pit  mouth  all  the  coal  produced  from  the 
mines  belonging  to  the  railroad.^  The  Delaware  and 
Hudson,  therefore,  resorted  to  the  same  scheme  for 
dissociating  itself  from  the  coal  transported  by  it  as 
had  been  followed  by  the  Lackawanna,  except  that  the 
organization  of  a  special  company  to  purchase  the  coal 
was  unnecessary,  as  the  railroad  abready  owned  the 
stock  of  a  subsidiary,  which  could  be  used  for  that  pur- 
pose. It  remains,  however,  to  be  judicially  determined 
whether  the  Delaware  and  Hudson  has,  in  good  faith, 
dissociated  itself  from  the  coal  prior  to  the  act  of  trans- 

1  Annual  Report  of  the  DeUware  and  Hudson  Company.  1900,  p.  0. 
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portation,  as  the  railroad  owns  the  total  capital  stock 
of  the  coal  company  ofifering  its  product  to  the  rail- 
road for  shipment.  If,  however,  as  stated  in  the 
Annual  Report  of  the  Company,  the  Delaware  and 
Hudson  is  not  engaged  in  the  interstate  transportation 
of  anthracite,  as  it  sells  within  the  state  of  Pennsylvania 
all  the  coal  produced  from  its  mines,  ^  the  prohibitions 
of  the  commodity  clause  do  not  apply  to  it. 

The  interpretation  put  upon  the  conamodity  clause 
by  the  Supreme  Court  in  1909  gave  little  ground  for 
the  belief  that  the  legislative  prohibitions  would  mia- 
terially  affect  the  anthracite  coal  situation.  A  case 
recently  decided  by  the  Supreme  Coiui;,  however, 
indicates  that  the  conamodity  clause  may  yet  prove 
more  effective  than  was  commonly  supposed,  and  that 
some  further  changes  in  the  conduct  of  the  business 
may  be  necessary.  The  Supreme  Court,  after  render- 
ing its  decision  on  the  constitutionality  of  the  com- 
modity clause,  remanded  the  case  to  the  Circuit  Coxat 
for  such  further  proceedings  as  might  be  necessary 
to  enforce  the  statute  as  it  had  been  interpreted. 
The  Government  thereupon  amended  its  original  bill 
against  the  Lehigh  Valley.^  In  the  second  petition 
it  was  charged  by  the  prosecution  that  tho  the  Supreme 
Court  had  held  that  stock  ownership  by  a  railroad 
company  in  a  bona  fide  corporation  did  not  make  it 
illegal  for  the  railroad  to  transport  in  interstate  com- 
merce commodities  mined  by  this  corporation,  yet  the 
Lehigh  Valley  Coal  Company  was  not  a  h(ma  fide 
mining  corporation,  but  a  mere  agency  or  department 
of  the  railroad.  This  being  the  case,  the  railroad  has 
at  the  time  of  transportation  an  interest,  in  a  legal 

1  Annual  Report  of  the  Delaware  and  Hudson  Company,  1909,  p.  11. 

s  The  Government  did  not  amend  its  bills  against  the  other  railroads,  regarding 
the  Lehigh  Valley  suit  as  a  test  ease. 
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sense,  in  the  coal  thus  traneported  and  has  not,  there- 
fore, in  good  faith  dissociated  itself  from  the  ownership 
of  the  coal.  Evidence  was  introduced  to  show  that 
the  Lehigh  Valley  Railroad  used  the  coal  company  as  a 
mere  device  to  enable  it  to  evade  the  prohibitions  of 
the  conmiodity  clause.^  The  Circuit  Court,  however, 
on  March  7,  1910,  denied  the  request  of  the  United 
States  for  leave  to  file  the  amended  bill  and  upon  motion 
of  the  railroad  counsel  dismissed  the  bill  absolutely.* 
The  Government  appealed  from  this  decree  to  the 
Supreme  Court,  which,  on  April  3,  1911,  rendered  a 
decision  reversing  the  lower  court.  The  Supreme  Court 
in  a  discussion  of  the  legal  points  involved  sharply 
criticized  the  Circuit  Court  for  its  refusal  to  permit 
the  Government  to  file  the  amended  bill.  We  are 
concerned  here,  however,  primarily  with  the  opinion 
of  the  Court  as  to  the  relation  of  the  coal  company  to 
the  railroad.  In  the  words  of  the  Court,  ''  While 
this  decision  (the  decision  in  the  conmiodity  clause 
case)  expressly  held  that  stock  ownership  by  a  railroad 
company  in  a  bona  fide  corporation,  irrespective  of  the 
extent  of  such  ownership,  did  not  preclude  a  railroad 
company  from  transporting  the  commodities  manu- 
factured, mined,  produced  or  owned  by  such  corpora- 
tion, nothing  in  that  conclusion  foreclosed  the  right  of 
the  Government  to  question  the  power  of  the  railroad 
company  to  transport  in  interstate  conunerce  a  com- 
modity manufactured,  mined,  owned  or  produced  by  a 
cori>oration  in  which  the  railroad  held  stock  and  where 
the  power  of  the  railroad  company  as  a  stockholder 
was  used  to  obliterate  all  distinctions  between  the 
two  corporations.'' '     The  Supreme  Court  held  that 

1  220  U.  S.  26»-270.  •  Ibid.,  pp.  271-272. 

s  Ibid.,  p.  270. 
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the  facts  averred  ''  tended  to  show  an  actual  control 
by  the  raibroad  company  over  the  property  of  the  coal 
company  and  an  actual  mterest  m  such  property 
beyond  the  mere  mterest  which  the  raifaroad  company 
would  have  had  as  a  holder  of  stock  m  the  coal  com- 
pany." ^  It  was  further  held  that  the  use  of  stock 
ownership  in  another  corporation  for  the  purpose  of 
destroying  the  entity  of  the  cori>oration  and  conmiing- 
ling  its  affairs  with  the  affairs  of  the  railroad,  so  as 
to  make  the  two  companies  virtually  one,  brings  the 
railroad  company  so  acting  within  the  prohibitions 
of  the  commodity  clause.* 

The  Supreme  Court  remanded  the  Lehigh  Valley 
case  for  a  determination  of  the  fact  whether  the  Lehi^ 
Valley  Coal  Company  was  or  was  not  a  department 
of  the  railroad.  In  accordance  with  this  ruling,  the 
Circuit  Court  permitted  the  filing  of  an  amended 
complaint.  The  Government  thereupon  filed  in  the 
Circuit  Court  at  Philadelphia  on  the  6th  of  June,  1911, 
a  bill  against  the  Lehigh  Valley  Railroad,  charging  as 
before  that  the  various  coal  companies  owned  by  the 
railroad  were  not  bona  fide  concerns,  but  mere  devices 
for  evading  the  commodity  clause.  Without  waiting 
for  the  decision  of  the  Court,  the  Lehigh  Valley  effected 
a  readjustment  of  its  affairs.  On  January  22,  1912, 
the  Lehigh  Valley  Coal  Company,  seciu^  the  incor- 
poration, under  the  laws  of  New  Jersey,  of  a  new 
corporation,  the  Lehigh  Valley  Coal  Sales  Company, 
with  an  authorized  capital  stock  of  $10,000,000,  of 
which  $6,060,800  was  issued  upon  the  organization 
of  the  company.  On  March  1, 1912,  the  Lehigh  Valley 
Coal  Company  entered  into  a  contract  with  the  Coal 
Sales  Company,  whereby  the  latter  was  to  piu'chase, 
ship,  and  sell  the  coal  mined,  or  otherwise  acquired 

1  220  U.  8.  272.  «  Ibid.,  p.  274. 
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by  the  Coal  Company.^  On  the  same  day  in  which 
the  Lehigh  Valley  Coal  Company  authorized  the 
organization  of  the  Coal  Sales  Company,  the  Lehi^ 
Valley  Railroad  declared  a  special  ten  per  cent  cash 
dividend,^  which  could  be  used  for  subscriptions  to 
the  stock  of  the  newly  organized  cori>oration.  The 
railroad,  therefore,  in  efifect  provided  its  shareholders 
with  funds,  with  which  they  could  purchase  the  stock 
of  the  new  company  without  any  expense  to  themselves. 
Should  the  Lehigh  Valley  Coal  Company,  which  mines 
the  coal,  be  held  by  the  Court  to  be  a  mere  depart- 
ment of  the  railroad,'  it  will  be  claimed  that  the  coal 
company  has  disposed  of  its  coal  to  the  Coal  Sales 
Company,  and  that  "  Neither  the  Lehigh  Valley  Rail- 
road Company  nor  the  Lehigh  Valley  Coal  Company 
has  any  ownership  in  the  stock  of  the  Sales  Company 
or  any  interest,  direct  or  indirect,  in  the  coal  trans- 
ported." * 

Unless  indeed  our  courts  shall  yet  hold  that  a 
railroad  does  have  an  "interest"  in  coal  ofifered  for 
transportation  by  a  company  whose  stockholders  are 
the  same  as  those  of  the  railroad,  it  is  obvious  that 
the  commodity  clause  must  be  made  more  specific, 
if  the  underlying  principle  is  to  be  applied  with  any 
considerable  degree  of  success. 

As  to  this  underlying  principle,  there  was,  as  we 
have  seen,  substantial  agreement  in  the  debates  pre- 
ceding the  passage  of  the  Hepburn  bill.  Senator 
Foraker  himself,  one  of  the  three  senators  who  finally 
voted  against  the  bill,  expressed  himself  in  favor  of 

1  Annual  Report  of  the  Lehigh  Valley  Ckwl  Company,  1912,  p.  6. 

«  Ibid.,  p.  14. 

*  This  suit  waa  diamisBed  without  prejudice  on  Januaiy  27,  1913,  by  oonaent  of 
both  partiea  but  it  ia  expected  that  a  new  action  will  be  brought  by  the  Oovenunent. 
Chron..96:  360,1913. 

«  Annual  Report  of  the  Lehigh  VaUey  Railroad.  1912,  p.  13. 
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the  principle  of  the  commodity  clause,  sajring  that  he 
did  not  believe  that  a  common  carrier  should  be 
engaged  in  any  business  except  only  that  of  a  conmion 
carrier.  But  even  tho  further  Supreme  Cotirt  decisions 
should  restore  vitality  to  the  clause,  so  that  in  other 
industries  it  may  be  thoroly  enforced,  it  must  be  said 
that  it  is  extremely  doubtful  whether  in  the  anthracite 
industry  competitive  conditions  would  be  thereby 
restored.  The  railroads  or  their  subsidiary  coal  com- 
panies now  own  or  control  over  90  per  cent  of  the  total 
output  of  anthracite  coal,  and  they  own  in  fee  simple 
an  even  larger  percentage  of  the  yet  unmined  coal. 
Were  the  coal  companies  to  be  separated  from  their 
present  railroad  control,  the  first  result  would  be, 
in  all  probability,  the  organization  of  a  coal  trust,  or  at 
least  some  form  of  agreement  among  the  coal  companies 
to  restrict  output  or  to  fix  prices.  Further  regulative 
measures  would  doubtless  then  be  attempted.  Just 
what  these  measures  would  be  is  bound  up  in  the  larger 
problem  of  public  ownership  of  the  natural  resources 
of  the  country  versus  private  ownership  under  public 
regulation  —  a  far  reaching  problem  concerning  which 
the  people  of  the  United  States  have  not  as  yet  a 
fixed  and  definite  policy. 

EuoT  Jones. 

Habvabd  Uniybbbitt. 
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ORIGINAL  COST  VERSUS  REPLACEMENT  COST 
AS   A   BASIS   FOR   RATE   REGULATION* 

SUMMAKY 

Two  prindpleB:  (1)  oost-new,  or  replacement  cost,  (2)  origmal  cost, 
616.  —  Teadenoy  to  adopt  replacement  ooet  alone,  617.  —  Original  cost, 
neglected  because  thought  difficult  to  aaoertain,  618.  —  How  it  can  be 
ascertained,  620.  —  How  the  principle  of  replacement  cost  is  in  practice 
departed  from,  623.  —  Both  figures  should  be  before  the  rat^making 
tribunal,  624.  —  The  problem  of  investment  by  later  stock-pur- 
chasers, 626. 

There  is  at  the  present  time  no  well  defined  basis 
upon  which  the  fair  present  value  of  the  properties  of 
public  utilities  shall  be  ascertained.  The  rulings  which 
have  been  rendered  by  courts  and  commissions  agree  in 
but  one  thing,  that  the  fair  present  value  can  be  deter- 
mined only  by  the  impartial  judgment  of  a  court  or 
commission  when  such  a  tribunal  has  been  well  informed 
as  to  all  the  facts  and  figures  relating  to  a  particular 
property.  The  courts  have  gone  so  far  as  to  indicate 
the  figures  which  are  needed  for  their  information  in 
establishing  a  fair  basis  of  this  kind.  Of  these  figures, 
the  two  which  unquestionably  have  been  considered 
most  important  by  appraisers,  are  (1)  the  cost-new  as  of 
the  present  time,  usually  termed  the  cost  of  reproduc- 
tion or  the  replacement  cost;  and  (2)  the  original  cost. 

There  are  two  parties  directly  interested  in  every 
valuation  of  public  utilities:  the  users  of  the  enter- 
prise, who  will  be  spoken  of  hereafter  as  the  public, 

1  The  author  of  thit  paper  hM  had  wide  experienoe  in  the  prohlema  diwwiied, 
haTing  been  for  iome  jrean  chief  engineer  of  the  Amerioan  Telephone  and  Telegraph 
Company,  and  more  recently  ooneulting  engineer  in  valuation  eaaea. — Bntob. 
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and  the  security  holders.  Naturally  these  two  parties 
have  divergent  aims  in  the  establishment  of  the  value 
of  the  property  upon  which  rates  are  to  be  based.  The 
users  desire  that  this  basis  shall  be  made  no  higher 
than  is  just  and  proper,  and  the  security  holders  and 
managers  are  insistent  that  their  property  shall  be 
given  its  full  value  as  a  complete  operating  and  earning 
enterprise.  It  is  common,  therefore,  to  find  much 
difference  of  opinion  as  to  the  propriety  of  the  inclu- 
sion or  exclusion  of  certain  items  of  possible  cost  or 
value.  Moreover  it  is  difficult  for  parties  so  directly 
interested  in  the  decisions  of  the  tribunal  to  present 
the  various  figures,  representative  of  value,  which  have 
been  demanded  by  the  courts.  As  a  consequence 
each  side  usually  presents  that  figure  which  will  be 
most  favorable  to  the  end  desired,  a  high  or  a  low  pres- 
ent value. 

Notwithstanding  repeated  decisions  to  the  effect  that 
fair  present  value  can  be  established  only  when  a 
knowledge  of  all  facts  and  figures  have  been  presented 
to  the  rate  making  tribunal,  nevertheless  there  has 
grown  up  within  the  last  few  years  a  too  general  accept- 
ance of  the  cost  of  reproduction  as  the  true  index  of 
the  fair  value  of  a  property  for  rate  making  purposes. 
This  figure  is  attractive  to  the  holders  of  the  seciuities 
of  public  utility  enterprises,  for  the  reason  that  it 
is  usually  larger  than  the  figures  that  might  be  obtained 
by  other  means.  The  replacement  cost  during  recent 
times  has  usually  been  larger  than  other  figures  represen- 
tative of  value,  owing  to  the  increased  cost  of  labor  and 
material  and  to  certain  more  or  less  arbitrary  assump- 
tions usually  employed  in  the  derivation  of  replace- 
ment cost,  but  more  especially  to  the  advances  of  late 
years  in  the  values  of  real  estate  in  most  parts  of  this 
country. 
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The  replacement  cost  is  the  sum  of  money  which 
would  have  to  be  expended  at  the  present  time  to  repro- 
duce a  physical  property  identical  with  that  in  existence 
at  the  present  time  and  used  for  the  benefit  of  the  public. 
In  deriving  it  an  inventory  of  the  entire  physical 
property  must  be  made,  and  to  every  unit  found  in  the 
plant  must  be  applied  costs  representative  of  what 
would  have  to  be  paid  to-day  for  the  material  and  for 
the  labor  necessary  to  place  the  material  in  the  position 
now  occupied  by  the  existing  plant.  The  replacement 
cost  of  land  is  its  present  market  value,  to  which  must 
be  added  the  expense  which  would  be  incurred  in  its 
piurchase.  Again,  most  public  utilities  have  portions 
of  their  plant  in  the  streets.  In  many  places  the 
streets  have  become  so  filled  with  the  conduits  or  pipes 
of  other  utilities,  since  the  plant  under  valuation  was 
built,  that  an  existing  system  could  be  replaced  at  the 
present  time  only  at  a  far  greater  cost  than  was  incurred 
when  the  plant  was  originally  installed.  Again,  much 
of  the  construction  of  the  existing  property  was  placed 
in  the  streets  before  the  streets  had  been  paved  or,  at 
least,  before  they  had  been  surfaced  with  a  present 
higher  grade  pavement.  In  consequence  of  such  street 
improvements,  the  cost  of  construction  at  the  present 
time  would  be  considerably  greater.  A  rigid  adherence 
to  the  theory  of  replacement  costs  demands  that  these 
enhanced  costs  should  form  a  portion  of  the  replace- 
ment cost. 

Original  cost,  on  the  other  hand,  is  the  sum  of  money 
which  was  expended  by  the  undertaking  for  the  prop- 
erty now  in  use  for  the  benefit  of  the  public.  It  is  not 
what  the  original  property  cost  but  rather  what  the 
present  property  cost.  It  is  possible  that  the  expres- 
sion ^'  original  cost "  conveys  a  false  impression  and 
that  the  "  actual  cost "  of  the  property  now  in  use 
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would  be  less  confusing.  It  is  most  important  that  the 
original  cost  should  not  be  considered  to  be  the  cost  of 
the  first  imit  of  plant  used  in  a  particular  place  or  for 
a  particular  purpose.  Elements  of  plant  which  are 
no  longer  in  use  or  udeful  cannot  be  considered  as  a 
portion  of  the  property  to  be  included  in  a  valuation 
for  the  purpose  of  determining  a  fair  value  for  rates. 
Such  plant  elements  have  passed  out  of  existence  and 
their  cost  should  have  been  removed  from  the  assets 
of  the  company.  If  the  business  of  the  undertaking 
had  been  conducted  properly,  reserves  for  depreciation 
should  have  been  made.  These  reserves  are  obtained 
from  users  through  the  rates  paid  for  the  service. 
Manifestly  it  is  unfair  to  the  users  to  demand  rates 
sufficiently  high  to  create  a  fund  for  the  replacement 
of  obsolete  plant  and  then  include  the  cost  of  such 
obsolete  plant  in  a  new  value  upon  which  new  rates 
should    be    based. 

The  original  cost  has  been  presented  as  a  figure 
representative  of  value  in  but  few  appraisals;  whereas 
today  the  replacement  cost  is  almost  always  ascer- 
tained. There  are  several  reasons  for  this  neglect  of 
original  cost.  Probably  the  most  controlling  reason 
is  that,  through  a  misunderstanding  of  the  true  meaning 
of  original  cost,  such  a  figure  can  rarely  be  obtained. 
This  misunderstanding  of  original  cost  is  due  to  the 
efforts  of  the  advocates  of  the  theory  of  value  based 
on  cost  to  define  the  original  cost  as  the  stockholders' 
investment  in  existing  useful  property.  Such  an  inter- 
pretation of  original  cost  requires  an  analysis  of  the 
company's  books,  an  identification  of  each  unit  of  the 
existing  plant  with  the  book  entries  showing  its  original 
cost,  and  a  determination  of  the  somrce  of  the  funds 
used  to  pay  for  each  unit.  It  will  be  apparent  to  all 
who  are  familiar  with  the  construction,  maintenance, 


Digitized  by 


Google 


620  QUABTBRLY  JOURNAL  OF  ECONOMICS 

and  replacement  of  large  public  utility  properties  that 
such  a  figure  can  but  rarely  be  obtained,  —  at  best 
in  the  cases  of  enterprises  which  have  been  constructed 
but  recently.  In  most  instances  plant  cannot  be  identi- 
fied by  the  book  entries.  Nor  is  it  possible  to  trace 
the  somrces  of  all  funds  used  in  constructing  the  plant. 
Time  and  again  attempts  have  been  made  in  valuations 
to  derive  a  figure  representative  of  original  cost  in 
accordance  with  such  a  definition,  and  without  success. 
The  replacement  cost  has  become,  therefore,  the  only 
figure  which  rests  on  definite  knowledge  of  the  existing 
property,  and  a  figure  representative  of  original  cost 
has  not  been  presented  to  the  rate  making  tribunal. 

The  original  cost  has  been  called  for  by  the  courts 
as  one  of  the  figures  representative  of  value  which  must 
be  ascertained  to  assist  the  rate  making  tribimal  in 
forming  its  judgment  as  to  the  fair  present  value  of  a 
property.  It  is  a  figure,  consequently,  of  quite  the 
same  importance  as  that  representing  the  replacement 
cost.  The  responsibility  is  upon  the  engineer,  there- 
fore, to  fiind  some  way  whereby  the  demand  of  the  courts 
can  be  complied  with  and  an  accurate  determination 
of  original  cost  be  made. 

The  original  cost,  if  the  above  interpretation  of  its 
meaning  is  accepted,  can  be  ascertained  in  a  manner 
almost  identical  with  that  used  in  determining  the  re- 
placement cost.  The  inventory,  describing  all  useful 
property  now  in  service,  is  identical  for  the  two  pur- 
poses. The  unit  costs  will  be  different,  however. 
The  unit  costs  used  in  ascertaining  replacement  costs 
are,  theoretically,  the  prices  for  labor  and  material 
prevailing  at  the  date  of  valuation.  Practically,  it  is 
usual  not  to  take  actual  present  prices,  since  such 
figures  may  have  been  affected  by  abnormal  market 
conditions,  but  a  figure  for  each  unit  of  plant  represen- 
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tative  of  a  probable  present  cost  had  market  conditions 
been  normal.  The  unit  costs  used  in  ascertaining 
original  costs  will  be  the  actual  prices  of  labor  and 
material  paid  by  the  company  in  each  year  in  the  past 
in  which  plant  units  had  been  purchased  and  installed. 
Thus,  instead  of  a  single  unit  cost  for  each  unit,  as  is 
the  case  with  replacement  costs,  there  will  be  as  many 
unit  costs  for  each  unit  as  there  are  years  in  which 
eidsting  units  have  been  purchased. 

This  method  of  ascertaining  original  cost  is  not  as 
difficult  or  laborious  as  at  first  thought  it  may  appear. 
The  age  of  each  unit  of  perishable  property  must  be 
determined  in  every  valuation  for  the  purpose  of 
ascertaining  the  loss  in  value  of  the  unit  due  to  depre- 
ciation. The  present  value,  whether  that  value  is 
based  on  original  cost  or  replacement  cost,  is  the  cost- 
new  less  depreciation.  The  present  value  is  the  value 
of  the  perishable  property  in  its  present  condition 
plus  the  value  of  the  non-perishable  property.  With 
the  ages  of  all  units  known,  it  is  only  necessary  to  group 
together  units  of  the  same  kind  and  age.  The  age 
indicates  directly  the  year  in  which  the  units  were 
purchased.  The  prices  paid  for  each  unit  in  each  year 
in  the  past  can  be  obtained  readily  from  the  books  of 
the  company  or,  if  such  records  are  not  available,  it 
would  be  rarely  difficult  to  obtain  reliable  figures  from 
outside  sources.  The  product  of  the  unit  costs  for 
each  year,  obtained  in  this  manner,  multiplied  by  the 
number  of  units  found,  by  a  knowledge  of  their  age,  to 
have  been  installed  in  that  year,  gives  the  costs  for 
each  year  of  the  perishable  property.  The  sum  of 
the  costs  of  all  units  for  all  years  gives  the  total  original 
cost  of  all  perishable  property.  To  this  sum  must  be 
added  the  actual  cost  of  the  non-perishable  physical 
property.     The  non-perishable  property  consists  prin- 
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cipally  of  land.  There  is  usually  but  little  difficulty 
in  identifying  the  sums  paid  for  land  as  shown  in  the 
company's  records.  To  the  original  cost  of  the  physi- 
cal property  must  be  added  the  usual  overhead  charges, 
derived  in  a  manner  consistent  with  the  above  method. 
Original  cost,  derived  in  the  above  manner,  presents 
no  difficulties  to  the  appraiser,  is  founded  on  a  care- 
fully made  inventory,  and  uses  unit  costs  freed  from 
any  assumptions.  It  would  seem  to  be  a  figure  possibly 
even  more  reliable  than  the  replacement  cost.  These 
unit  costs  are  actual  costs;  whereas  the  unit  costs 
used  in  the  derivation  of  the  replacement  value  are 
based  theoretically  upon  the  assumption  that  all 
material  and  labor  must  be  figured  at  the  prices  pre- 
vailing on  a  particular  day,  but  that  such  prices  should 
be  not  the  actual  prices  but  what  they  would  be  if  the 
market  were  normal.  Original  cost,  being  actual  cost, 
avoids  the  contentious  question  usually  incident  to 
replacement  cost,  whether  such  a  figure  should  show 
the  cost  of  plant  replaced  in  a  wholesale  or  in  a  piece- 
meal manner.  There  are  many  other  similar  points 
favoring  the  reliability  of  a  figure  representative  of 
original  cost,  derived  as  described  above,  which  are  of 
interest  to  the  expert  on  valuations  but  need  not  be 
considered  here.  Every  consideration  tends  to  show 
that  the  actual  cost  of  an  existing  plant  is  a  more  accept- 
able figure,  as  far  as  the  accuracy  of  its  determination 
is  concerned,  than  a  figure  based  upon  the  suppositi- 
tious replacement  of  a  plant.  All  doubt  as  to  the 
reliability  of  the  books  of  the  company  is  removed, 
as  the  inventory  establishes  the  present  useful  plant 
and  its  age.  The  books  of  the  company  can  be  trusted 
to  show  what  has  been  paid  for  labor  and  material 
and,  even  if  this  is  doubted,  market  rates  for  labor  and 
material  for  the  years  in  question  can  be  obtained 
from  other  sources. 
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It  must  be  distinctly  understood  that  the  above 
arguments  in  favor  of  original  cost  are  not  intended 
to  urge  the  use  of  that  figure  to  the  exclusion  of  the 
replacement  cost.  On  the  contrary,  figures  to  show  the 
replacement  cost  are  demanded  by  the  courts  and 
must  be  prepared  and  presented  to  the  rate  making 
tribunal  for  its  information.  The  point  which  it  is 
wished  to  emphasize  is  that  the  original  cost  is  likewise 
a  figure  of  importance,  which  has  been  neglected  in  the 
past  but  is  capable  of  determination  with  quite  as  great 
a  degree  of  accuracy  and  possibly  will  be  accepted  with 
less  controversy. 

Moreover,  the  absence  of  reliable  figures  showing 
original  cost  has  tended  to  affect  the  full  and  original 
intent  of  replacement  cost.  At  the  outset  the  demand 
for  figures  to  show  replacement  cost  arose,  unquestion- 
ably, from  a  desire  on  the  part  of  the  court  to  know  that 
the  actual  value-new  of  the  property  of  the  under- 
taking was  at  the  time  of  the  appraisal.  The  courts 
wanted  to  know  what  it  would  cost  to  reconstruct  it 
at  that  particular  time.  The  courts  have  said  re- 
peatedly that  no  one  of  the  several  figures,  to  be  ascer- 
tained by  the  engineer  as  representative  of  possible 
value,  would  be  accepted  by  it  in  all  cases  as  the  fair 
present  value-new.  It  is  probable  that  the  replacement 
cost  unmodified  would  be  accepted  but  rarely  as  that 
value.  The  present  tendency,  where  the  replacement 
cost  is  the  only  figure  presented  to  the  tribunal,  is  to 
change  the  original  significance  of  replacement  cost 
by  using  unit  costs  derived  from  an  average  of  prices 
prevailing  for  a  number  of  years  in  the  past;  by  reject- 
ing the  cost  of  pavement,  unless  it  can  be  proved 
that  the  pavement  had  been  paid  for  by  the  company; 
by  questioning  whether  the  present  value  of  land 
should  be  used  as  a  portion  of  replacement  cost;  and 
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by  eliminating  entirely  figures  representative  of  the 
value  inherent  in  a  successfully  operating  enterprise. 
These  and  similar  modifications  of  the  significance  of 
replacement  cost  clearly  indicate  an  effort  on  the  part 
of  appraisers  to  obtain  the  original  cost,  —  the  money 
actually  expended  for  the  existing  property  by  the 
undertaking,  —  by  means  of  more  or  less  arbitrary 
modifications  of  replacement  cost.  With  an  original 
cost  accurately  obtained  and  a  replacement  cost  show- 
ing what  it  would  cost  actually  to  create,  at  the  present 
time,  a  new  and  similar  property,  the  necessity  of 
appraisers  attempting  to  derive  a  compromise  figure 
would  disappear.  The  decision  as  to  how  replacement 
cost  or  original  cost  should  be  modified  to  establish 
a  fair  cost-new  must  be  made  by  the  rate  making 
tribunal  and  not  by  the  appraisers.  Competent 
appraisers,  representing  possibly  divergent  interests, 
would  derive  the  original  cost  as  well  as  the  replace- 
ment cost,  following  the  principles  above  enunciated, 
and  present  figures  which  would  agree  substantially. 
Thus,  many  of  the  controversies  usual  in  appraisals 
would  be  removed. 

The  rate  making  tribunal  thus  would  have  two  figures 
representative  of  value  of  the  property  new:  the  actual 
original  cost  and  what  the  same  property  would  cost 
if  reconstructed  to-day.  From  these  two  figures  and 
from  others  relative  to  the  undertaking,  the  rate  making 
tribunal  must  assign  a  present  value,  fair  to  both  the 
public  and  to  the  undertaking,  upon  which  the  return 
to  the  stockholders  of  the  undertaking  may  be  based. 
The  question  inmiediately  arises  as  to  whether  the 
undertaking  is  entitled  to  earn  a  return  upon  the  fair 
cost-new  or  upon  the  fair  cost-new  less  the  loss  in  value 
which  may  have  arisen  from  the  years  that  the  perish- 
able property  of  the  undertaking  has  been  in  service. 
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In  the  case  of  an  actual  appraisal  it  may  be  found 
that  much  of  the  present  property  of  the  undertaking 
has  been  purchased  with  money  derived  from  the  public 
and  contributed  by  it  for  the  express  purpose  of  paying 
for  the  renewals  of  portions  of  the  plant  which  may  have 
become  unserviceable.  The  investment  of  these 
funds,  —  reserves  for  depreciation,  —  in  needed  plant 
extensions  is  a  wise  plan  for  most  successful  and  grow- 
ing public  utilities,  as  thereby  the  undertaking  is  re- 
quired to  pay  a  less  amount  as  a  return  than  would  be 
required  if  new  money  had  been  obtained  from  the 
stockholders.  Moreover,  there  would  be  little  expense 
involved  in  obtaining  new  money  at  some  later  time 
when  funds  were  required  to  pay  for  renewals.  Clearly 
both  the  original  cost  and  the  replacement  cost  will 
include,  in  such  cases,  the  cost  of  plant  built  not  only 
with  the  money  of  the  security  holders,  but  with  the 
depreciation  reserve  funds.  If  the  reserves  for  depre- 
ciation had  been  properly  made  and  all  invested  in 
plant,  the  depreciation  would  equal  the  depreciation 
reserves  and,  if  the  original  cost-new  was  reduced  by 
the  loss  in  value  due  to  depreciation,  there  would  be 
eliminated  from  the  original  cost  the  cost  of  that  portion 
of  the  plant  which  had  been  piu*chased  with  the  money 
contributed  by  the  public  for  the  purpose  of  providing 
for  renewals.  If  the  reserves  for  depreciation  had  been 
inadequate  but  had  been  invested  in  plant,  the  present 
value  of  the  property  would  be  less  than  the  original 
cost  to  the  security  holders,  thereby  penalizing  the 
undertaking  for  improper  management  in  not  making 
proper  reserves  for  depreciation.  Thus  it  is  seen  that 
the  present  value  derived  from  the  original  cost  can 
only  include  the  present  value  of  plant  purchased  with 
the  money  of  security  holders  and  possibly  with  excess 
earnings.     It  cannot  include  reserves  for  depreciation. 
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Many  argue  at  the  present  time,  that  the  fair  value 
upon  which  rates  should  be  based  is  the  money  which 
has  been  contributed  by  the  stockholders  and  expended 
by  the  undertaking  in  property  now  in  use  and  useful. 
These  advocates  of  the  theory  of  "  rates  based  on  cost " 
would  endeavor  to  have  the  original  cost  made  the 
criterion  of  fair  cost-new,  provided  they  could  be  as- 
sured that  in  the  original  cost  was  not  included  the 
cost  of  plant  which  had  been  acquired  with  money 
obtained  through  abnormally  high  rates  charged  for 
service  in  the  past.  They  feel  that  the  undertaking 
should  not  be  permitted  to  obtain  returns  based  upon 
the  replacement  cost,  particularly  when  a  large  portion 
of  the  property  of  the  undertaking  may  consist  of  land 
the  present  value  of  which  may  exceed  by  a  large 
amount  its  original  cost.  Thus  ia  the  case  of  many 
railroads,  the  land  may  have  been  purchased  origi- 
nally at  a  very  low  figure  or  may  have  been  donated 
to  the  undertaking  for  the  purpose  of  encouraging  the 
building  of  a  railroad  line  in  sparsely  settled  territory. 

The  original  cost  excludes  the  unearned  increment 
on  land  and,  so  far  as  this  feature  is  concerned,  satisfies 
those  who  object  to  private  acquisition  of  the  incre- 
ment. Derived  as  above  described,  and  with  depre- 
ciation subtracted,  it  does  not  exclude  the  value  of 
property  acquired  through  excessive  earnings  in  the 
past.  It  shows  the  money  which  was  expended  in  the 
acquisition  of  the  present  property  but  does  not  dis- 
tinguish between  plant  purchased  with  the  stock- 
holders' money  and  that  acquired  with  the  earnings 
produced  by  excessive  rates. 

The  only  answer  that  must  be  given  to  those  who 
contend  that  the  original  cost  may  be  too  high  is  that 
in  a  very  large  proportion  of  the  cases  of  valuations 
in  this  country,  the  original  cost  will  be  found  smaller 


Digitized  by 


Google 


ORIGINAL  COST  627 

than  the  replacement  cost.  In  other  words,  it  would 
cost  more  to  replace  the  property  to-day  than  it  cost 
to  construct  it  originally.  The  excessive  earnings  of 
the  past  were  invested  in  property  useful  to  the  public 
and  not  paid  out  as  dividends  to  the  stockholders. 
The  present  stockholders,  in  many  cases,  had  bought 
their  stock  and  invested  their  money  in  the  property 
in  good  faith  and  with  the  knowledge  that  the  under- 
taking had  a  property  of  a  certain  size  and  was  in 
successful  operation.  It  is  not  just  to  these  investors 
that  an  undertaking  with  which  they  have  entrusted 
their  money,  having  property  of  greater  value  than 
the  present  value  based  on  original  cost,  should  have 
the  value  upon  which  rates  can  be  based  still  further 
reduced  because  a  portion  of  the  property  may  have 
been  purchased  with  money  other  than  that  contributed 
by  the  holders  of  securities.  Common  justice  demands 
that,  provided  an  undertaking  is  well  managed  and  is 
giving  good  service  but  has  capital  assets  in  excess  of 
the  actual  investment  of  the  security  holders  in  the 
enterprise,  the  present  holders  of  securities  should  not 
be  penalized.  Capitalization  on  expected  profits, 
high  rates  and  large  dividends,  may  have  formed  a 
financial  policy  in  the  past  through  no  act  of  dishonesty 
on  the  part  of  the  management,  but  simply  through  the 
application  of  those  rules  for  the  conduct  of  the  business 
of  private  corporations  which  had  been  accepted  com- 
monly as  proper  before  the  distinction  had  been  made 
between  the  conduct  of  private  enterprises  and  that 
of  those  vested  with  public  interest.  In  the  case  of 
public  utility  enterprises  such  methods  of  financial 
operation  belong  to  the  past  and  wiU  never  be  possible 
in  the  future  under  competent  legislative  supervision. 
Justice  to  the  undertaking  demands  that  the  past 
should  be  wiped  out  and  a  new  start  be  made  on  a  basis 
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which  is  fair  to  those  who  have  invested  their  money 
in  the  undertaking  as  well  as  to  the  public.  In  such 
cases  as  are  now  being  considered^  therefore,  the  original 
cost  of  the  physical  property  less  its  loss  in  value  due 
to  depreciation  should  be  accepted  as  a  portion  of  the 
present  value  of  the  entire  property  based  on  original 
cost  regardless  of  the  sources  of  the  money  used  in 
building  the  property. 

It  must  be  admitted  that  there  will  be  certain  classes 
of  utilities  the  original  costs  of  which  cannot  be  obtained 
with  the  ease  which  has  been  claimed  in  the  foregoing 
pages.  The  principal  exception  will  be  steam  rail- 
roads. The  original  costs  of  land  used  for  roadway 
and  for  terminals  can  be  obtained  in  but  few  instances. 
The  same  may  be  true  of  some  portions  of  the  property 
of  the  older  gas  and  water  companies.  This  would 
not  be  true  of  the  property  of  most  telephone  or  other 
electrical  enterprises.  The  present  accentuation  of 
replacement  cost  may  be  due  largely,  if  not  entirely, 
to  the  fact  that  valuations  of  railroad  properties  were 
among  the  first  made  and  that  the  precedents  thus 
established  have  been  followed  in  the  valuations  of 
other  classes  of  utilities. 

It  is  most  important  for  the  interests  of  public 
utilities  that  the  original  cost  should  be  recognized, 
ascertained,  and  presented  as  an  indication  of  value, 
in  order  that  the  replacement  cost  may  be  given  its 
full  significance,  and  not  be  reduced  by  the  more 
or  less  arbitrary  exclusion  of  certain  items  of  value 
which  clearly  are  the  property  of  the  undertaking. 
A  corporation  is  entitled  to  a  return,  upon  the  present 
value  of  its  property,  which  is  not  so  low  as  to  be  con- 
fiscatory. The  present  value  of  the  property,  not 
necessarily  the  fair  present  value  upon  which  rates 
should  be  based,  is  what  that  property  would  cost  if 
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reproduced  at  the  present  time  less  the  loss  in  value 
which  may  have  arisen  from  the  time  it  has  been  m 
service.  Clearly  land  is  worth  its  full  market  price 
at  the  present  time;  likewise,  construction  in  the  streets 
is  worth  as  much  as  it  would  cost  a  possible  competitor 
to  create  a  similar  plant  to-day.  The  same  is  true  of 
similar  items  the  value  of  which  has  increased  with  the 
development  of  the  territory  in  which  they  are  situated. 
The  present  value  of  the  property  of  an  undertaking 
is  the  full  replacement  cost,  less  deprieciation,  of  all 
property  in  use  or  useful  to  the  public  at  the  present 
time,  and  upon  that  value  the  courts  may  be  relied 
upon  to  hold  that  a  return  can  be  earned  of  an  amount 
which  is  not  so  small  as  to  be  confiscatory. 

Whether  the  replacement  cost  is  the  fair  present 
value  upon  which  a  return  is  to  be  earned  sufficient  to 
requite  the  stockholders  for  their  enterprise  in  develop- 
ing the  business  and  for  the  risk  incurred  in  its  pro- 
motion, must  be  left  to  the  rate  making  tribunal  to 
decide  after  all  facts  and  figurelB  have  been  presented 
for  their  information.  The  advocates  of  the  theory 
of  rates  based  on  cost  cannot  attack  the  replacement 
cost.  They  can  attack  the  acceptance  of  the  replace- 
ment cost  less  depreciation  as  the  sole  fair  basis  of  rates, 
and  that  is  all.  The  original  cost  less  depreciation, 
ascertained  as  has  been  described  above,  is  also  a  figure 
important  for  the  application  of  the  cost  theory,  and 
should  be  equally  before  the  rate  making  tribimal  for 
its  consideration.  No  arbitrary  ruling  as  to  which 
figures  shall  be  given  dominating  importance  can  be 
laid  down,  as  other  factB  and  figures  must  be  known 
to  the  tribunal. 

Hammond  V.  Hates. 
BoerroN,  Mabb. 
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THE  MARGINAL  PRODUCTIVITY  VERSUS  THE 
IMPATIENCE  THEORY  OF  INTEREST 

SUMMARY  (by  Sections) 

1.  The  marginal  productivity  theory,  630.  —  Complete  analjrsiB  re- 
quired, 632. — The  impatience  theory, 633. —  Position  here  taken,  634. — 

2.  Marginal  productivity  of  waiting  keeps  interest  rate  up  by  acting 
on  demand  for  present  goods,  635.  —  Action  is  direct  and  not  merely 
through  effect  on  impatience,  636.  —  Comparison  emphasised  is  not 
between  present  and  future  goods,  but  between  greater  and  less  amount 
of  future,  637.  —  Fisher's  criticism  of  B6hm-Bawcrk  criticised,  638.  — 

3.  Marginal  productivity  of  waiting  keeps  interest  rate  up  by  acting 
on  the  supply  of  present  goods,  640.  —  Increased  marginal  productivity 
of  waiting  means  higher  interest,  642.  —  Basis  of  capital  valuation, 
644.  —  Distinction  between  land  and  made  capital,  644.  —  Rate  of 
interest  and  rate  of  impatience  in  part  joint  effects  of  rate  of  pro- 
ductivity of  waiting,  645.  —  4.  Marginal  productivity  of  waiting 
by  acting  both  on  demand  for  and  supply  of  present  goods,  keeps  the 
rate  of  interest  from  exceeding  this  rate  of  productivity,  646.  —  As 
rates  of  impatience  and  interest  are  both  influenced  by  productivity 
of  waiting,  so  rates  of  interest  and  marginal  productivity  are  both 
influenced  by  impatience,  648.  —  5.  Recapitulation,  649. 

Section  1 

The  marginal  productivity  theory  of  interest  is 
based  in  part  on  the  idea  of  greater  productiveness  of 
the  roundabout  method  of  production.  Capitalistic 
production  is  but  another  name  for  roundabout  or 
indirect  production.  Instead  of  making  shoes  directly 
we  first  make  machinery  and  then  use  this  machinery 
to  make  the  shoes.  This  means  an  interval,  a  period 
of  waiting,  between  the  first  application  of  labor  and 
its  desired  result.  It  is  production  by  the  intermediate 
use  of  captial;  therefore  indirect  or  roundabout  pro- 
duction.    It  yields  generally  a  larger  result,  since  those 
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indirect  processes  of  production  which  do  not  jdeld  a 
larger  result  are  not  intentionally  adopted.  In  large 
part  our  methods  of  increasing  the  total  product  of 
industry,  involve  a  further  use  of  machinery  and  there- 
fore an  extension  of  the  indirect  method. 

But  the  superior  efficiency  of  indirect  production  is 
greater  or  less  according  to  how  far  it  is  carried.^  In 
any  given  stage  of  the  arts,  that  machinery  would  first 
be  produced  which  would  most  largely  add  to  the 
efficiency  of  labor.  Later  would  be  constructed 
machinery  which  could  increase  the  efficiency  of  labor 
to  a  less  degree.  Such  an  increase  of  machinery,  as 
well,  of  course,  as  various  other  additions  to  capital 
equipment,  would  mean  that  labor  applied  directly 
must  become  more  efficient  and  profitable,  since  it 
has  thus  secured  a  better  equipment  of  tools,  machinery, 
roads,  buildings,  and  other  capital  to  use.  The  con- 
clusion is  that  the  greater  the  extent  to  which  the  in- 
direct method  is  applied,  i.e.,  the  more  largely  we 
produce  desired  consumption  goods  by  first  producing 
capital,  the  less  advantage  do  we  get  from  a  still 
further  extension  of  indirect  production.  We  may,  per- 
haps, even  conceive  the  possibility  of  extending  indirect 
production  to  such  a  point  that  returns  are  actually  less 
than  they  would  else  be;  time  is  spent  in  constructing 
relatively  unnecessary  capital  equipment  when  it  might 
better  be  spent  in  directly  producing,  with  the  aid  of 
the  already  existing  equipment,  a  lai^er  supply  of 
finished  or  consumption  goods.  In  practice,  however, 
there  appears  to  be  an  indefinite  field  for  the  extension 
of   indirect   production   with    continuing   advantage 

1  The  mATgiiial  produotiyHy  theory  m  stated  in  the  fint  part  of  thie  article,  it 
bdieved  to  be,  in  eetentialt,  the  theory  presented  by  such  writers  as  J.  B.  Clark.  T.  N. 
Carver,  H.  R.  Seacer,  F.  W.  Tauasic  O.  Caasel,  and  others. 

B5hm-Bawerk's  theory  of  the  teohnical  superiority  of  present  goods  is  also,  of  course, 
a  produetivity  theory. 
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from  such  extension.^  One  has  but  to  think  how  many 
public  and  private  improvements  would  be  wortii 
while  and  how  much  time  might  profitably  be  spent 
in  invention,  if  a  yield  of  one-fourth  per  cent  a  year 
were  sufficient  return,  to  realize  that  indirect  produc- 
tion could  be  much  further  extended,  could  we  afford 
to  wait,  with  larger  ultimate  income  as  a  reward. 

At  the  line  or  margin  where  indirect  production  is 
stopped,  its  result,  still  superior  to  that  of  direct  pro- 
duction, may  be  said  to  be  the  marginal  product  of 
capital  or  of  the  roundabout  productive  process; 
or,  since  indirect  production  differs  from  direct  in  that 
it  requires  waiting,  we  may  term  the  surplus  so  yielded 
over  what  the  same  labor  would  yield  if  directly  applied, 
the  marginal  product  of  waiting.  Thus,  if  a  given 
amount  of  labor  can  yield  an  immediate  product  of 
100  or  can,  by  being  stored  in  capital,  yield  a  product 
one  year  later  of  110,  then  the  surplus  product,  10,  may 
be  spoken  of  as  the  marginal  product  of  ''  waiting/' 
If  we  measure  waiting  by  amount  of  gratification 
postponed  and  duration  of  postponement,*  we  may  say 
that  the  marginal  product  of  waiting  is,  in  this  case, 
10  per  cent. 

But  it  is  not  clear  without  further  analysis  that 
interest  on  invested  capital  will  be  10  per  cent,  that  for 
a  present  investment  of  100,  a  capitalist  can  get  a 
return,  at  the  end  of  a  year,  of  110.  To  assert  this  is 
to  assume  that  the  labor  hired  to  begin  the  indirect 
production  will  receive  only  100,  i.  6.,  the  amount 
which  this  labor  could  produce  by  the  direct  method, 
altho  the  ultimate  product  by  the  indirect  method,  at 
the  end  of  the  year,  is  greater  than  this  by  10.  But 
why  assume  that  wages  are  equivalent  only  to  what 

1  Cf.  O.  CMsd,  The  Nfttun  and  NeoMiity  of  Inteiwt,  London  (MMmfflan).  1903. 
pp.  lOS.  109. 

•  Sttcfett«d  by  G.  CmmI,  The  Nature  and  Neoeeeity  of  Intoreet,  p.  43. 
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labor  can  produce  by  the  direct  method  ?  Why  may 
not  competition  for  labor  services  which  will  yield  110 
at  the  end  of  a  year,  make  the  wages  received,  105 
at  the  beginning  of  the  year  even  if  the  direct  product 
is  only  100,  and  make  interest,  therefore,  less  than  10 
per  cent  ?  Wages  and  the  capital  produced  by  labor 
are  said  to  be  worth  the  discounted  value  of  the  future 
expected  satisfactions.  Why  must  the  rate  of  discount, 
and  its  converse,  the  rate  of  interest,  be  determined 
to  any  extent  by  the  marginal  productivity  of  waiting  ? 
It  is  not  intended  to  assert  that  the  explanations 
ciurently  given  are  incorrect.  The  writer  is  convinced 
that  the  marginal  productivity  theorists  are  right  in 
their  contention,  and  that  the  superior  efficiency  of 
indirect  production  has  a  most  important  influence  on 
the  rate  of  interest.  But  it  is  believed  that  the  relation 
between  the  two  has  been,  by  most  writers,  incom- 
pletely analyzed,  and  that  the  spread  of  an  "  impa- 
tience" theory  which  refuses  to  admit  productivity 
as  an  independent  direct  cause  of  interest,  has  thus 
been  made  possible.  This  impatience  or  time  pref- 
erence theory  of  interest,  as  presented  by  Professor 
Fisher  in  his  Rate  of  Interest,  is  at  fault,  in  the  opinion 
of  the  present  writer,  because  it  makes  all  determining 
influences,  including  productivity,  act  upon  interest 
only  by  first  acting  upon  impatience.  It  should  be 
said  that  Professor  Fisher  does  not  ignore  productivity 
as  an  influence  upon  interest,  any  more  than  modem 
productivity  theorists  ignore  impatience.  In  fact,  his 
book.  The  Rate  of  Interest,  devotes  not  a  few  pages  to  a 
discussion  of  the  influences  exerted  by  the  conditions 
of  production  upon  interest,  and  vice  versa.  But 
altho  the  objective  or  productivity  element  is  admitted, 
it  is  not  admitted  as  a  direct  acting  cause.  Hence 
the  theory  may  very  properly  be  called  the  "  impa- 
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tience  "  theory,  i.  e.,  a  theory  which,  as  stated  above, 
makes  impatience  the  only  influence  acting  directly 
on  interest,  and  makes  all  other  causes  operate  only 
through  impatience.  Thus,  in  critizing  Bohm-Bawerk, 
he  states  that '  ''  to  abstract  both  the  underestimate 
of  the  future  and  underprovision  for  the  present  is  to 
abstract  the  whole  basis  for  interest  and  not  a  part 
merely."  And  again,  in  continuing  his  criticism  of  the 
same  author,  he  maintains  that  *  "  the  only  way  in 
which  the  existence  of  long  processes  of  production 
acts  on  interest  is  by  over-endowing  the  future  and 
under-endowing  the  present,  thus  creating  a  '  scarcity 
value '  of  present  goods."  This  emphasis  by  Professor 
Fisher  on  impatience,  as  the  universal  immediate  cause, 
together  with  the  large  omissions  on  the  subject  of 
interest,  in  his  Elementary  Principles^  perhaps  explains 
why  his  theory  has  apparently  been  somewhat  mis- 
understood by  so  able  a  thinker  and  writer  as  Professor 
Seager,  who  has  even  gone  so  far  as  to  assert  that 
Professor  Fisher  entirely  excludes  productivity  as  a 
determining  factor.'  The  position  taken  by  the  present 
writer  is,  that  productivity  and  impatience  are  coordi- 
nate determinants,  t.  e.,  that  productivity  is  as  direct  a 
determinant  of  interest  as  is  impatience,  and  that 
productivity  may  be,  in  a  modem  community,  the 
more  important  determinant. 

Section  2 

We  have  seen  that  roundabout  production  yields  a 
surplus  over  direct  production.  By  so  doing  it  affects 
simultaneously  the  rate  of  interest  and  individual 
rates  of  impatience.     We  shall  see,  as  we  proceed,  that 

>  The  Rate  of  Intereet,  New  York  (Macmillan),  1007.  p.  65. 
<  Ibid.,  p.  72.     See  ftbo  pp.  186.  187  and  195. 196. 

*  See  ProfeMor  Seaeer's  article.  "The  Impatienoe  Theory  of  Interest/*  in  the 
American  Economic  Review.  December.  1912.  p.  834. 
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it  does  not  affect  the  former  primarily  by  first  deter- 
mining the  latter.  To  show  how  greatly  the  pro- 
ductivity of  waiting  can  influence  interest,  let  us  assume 
that  indirect  production  could  be  indefinitely  extended 
without  reducing  the  reward  of  marginal  waiting  below 
10  per  cent.  Then  the  rate  of  interest  could  not  be  less 
than  10  per  cent,  nor  could  individual  rates  of  impa- 
tience be  less,  and  the  marginal  productivity  of  waiting 
might  be  said,  in  so  far,  to  determine  both.  It  deter- 
mines interest  by  affecting  both  the  demand  and  the 
supply  sides  of  the  market.  It  determines  impatience 
by  causing  the  adoption,  to  a  considerable  degree, 
of  roundabout  production,  and  therefore  making  present 
income  relatively  scarce  and  future  income  relatively 
abundant.     Thus  impatience  is  increased.^ 

Putting  the  matter  in  terms  of  demand  for  and  supply 
of  present  goods,  we  may  say  that  if  the  indirect  method 
would  yield  continuously,  and  even  tho  indefinitely 
extended,  a  10  per  cent  surplus,  then  a  rate  of  exchange 
of  less  than  110  of  next  year's  goods  for  100  of  this 
year's  would  mean  a  demand  for  present  goods  in  excess 
of  the  supply.  On  the  demand  side,  if  the  marginal 
product  of  waiting  is  equal  to  10,  the  possibility  of 
getting  100  of  present  goods  for  105  of  next  year's 
goods,  would  mean  a  greater  demand  for  the  present 
goods  than  if  the  marginal  product  of  waiting  were  but 
5.  For  all  those  classes  of  persons,  e.  g.^  spendthrifts 
and  necessitous  persons  such  as  laborers,  who,  in  effect, 
habitually  buy  present  goods  with  future,  would  have, 
with  the  higher  assumed  productivity  of  the  round- 
about method  at  which  they  are  engaged  or  to  which 
they  can  turn,  more  future  goods  to  offer  for  present. 
At  a  rate  of  exchange  of  105  future  for  100  present,  they 
would,  in  producing  110  future  and  buying  100  present, 

>  See  Bdhm-Bawerk,  Poeitive  Theorie  dee  Kapitalee.  Dritte  Aufloce,  Innsbruck,  1012, 
p.  468.     Cf.  Fisher,  The  Rate  of  Interest,  New  York  (Macmillan).  1907,  pp.  186, 187. 
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have  5  of  future,  i.  e.j  next  year's  goods,  left  over  with 
which  to  demand  more  present  goods;  whereas  if  roimd- 
about  production  were  only  5  per  cent  superior,  this 
surplus  demand  for  present  goods  could  not  exist. 
Thus,  with  a  marginal  productivity  of  waiting  equal 
always  to  10  per  cent,  necessitous  wage  earners,  if  they 
received  100  of  present  goods  for  every  105  of  next 
year's  goods  produced  by  their  work,  might  be  said 
to  demand  more  present  goods  than  if  the  marginal 
productivity  of  waiting  were  only  5  per  cent.  For  in 
the  former  case  they  still  have  a  future  product  of  5, 
after  getting  100  in  present  goods,  for  which  surplus 
5  they  demand  a  further  quantity  of  this  year's  goods. 
We  may  therefore  assert  that  the  higher  is  the  marginal 
product  of  waiting  and  the  more  slowly  this  marginal 
product  declines  with  increased  quantity  of  waiting, 
the  greater  will  be  the  demand,  at  any  given  price  or 
value  in  future  goods,  for  present  goods.  This  is  a 
use  of  the  term  *'  demand  "  analogous  to  its  use  in  the 
theory  of  price  and  value.  Unfortunately,  economists 
are  apt,  in  such  discussions  as  the  present,  to  use  the 
terms  ''  supply  "  and  ''  demand  "  loosely  and  without 
careful  analysis. 

It  should  be  observed  that  this  greater  demand  for 
present  goods,  at  a  rate  of  105  of  next  year's  goods  for 
100  now,  due  to  the  10  per  cent  superiority  of  indirect 
production,  is  not,  necessarily,  brought  about  through 
any  effect  on  impatience.  The  greater  demand  for 
present  goods  at  any  rate  of  interest  less  than  10  per 
cent  may  be  due  directly  to  this  superior  productiveness 
of  the  capitalistic  method,  or,  if  we  use  Bohm-Bawerk's 
phrase,  to  the  technical  superiority  of  present  goods. 
Let  us  suppose,  for  illustration,  a  man  who  must  have 
100  this  year  in  order  to  maintain  life.  He  does  not 
possess  it  and  if  he  cannot  borrow  it,  will  have  to  pro- 
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c  duce  it.     But  if  he  can  borrow  it,  he  will  then  be  in  a 

»  position  to  turn  his  attention  towards  roundabout 

I  production,  which,  otherwise,  he  could  not  possibly 

(  do;   and  he  will  therefore  be  able  to  produce  110  a 

I  year  later  with  the  same  labor  required  to  produce  100 

5  this  year.     Will  he  not,  if  interest  is  5  per  cent  (or 

t  anything  less  than  10)  be  very  glad  to  get  100  of  present 

I  goods  and  so  be  able  to  produce  110  a  year  later? 

i  Yet  this  will  not  of  necessity  be  due  to  his  impatience. 

I  He  may  be  a  man  who,  were  any  other  way  possible 

;  of  getting  the  110  next  year,  would  refuse  to  borrow 

I  100  even  at  only  one  per  cent  interest.     He  may  have 

so  little  impatience  that  even  an  income  stream  rising 
,  at  such  a  rate  as  10  per  cent,  would  not  induce  him 

j  to  seek  present  goods  for  future.     He  may  have  a  zero 

rate  of  impatience,  if  not  a  negative  one.  If  he  bor- 
rows 100  for  this  year's  use,  in  order  that  he  may  work 
hard  at  roimdabout  production  when  otherwise  he 
would  do  an  equal  amount  of  work  in  securing  100  in 
this  year's  goods,  it  certainly  cannot  be  said  that  he 
borrows  in  order  to  provide  for  present  needs  out  of 
future  abundance,  for  his  present  needs  are  no  better 
provided  for  than  if  he  did  not  borrow.  He  works 
just  as  hard  and  has  this  year  no  greater  income.  The 
fact  is  that  such  a  man  does  not  borrow  because  he  is 
impatient  and  wants  more  present  income  at  the  expense 
of  his  future.  In  borrowing,  he  really  is  not  comparing 
this  year's  100  with  next  year's  repayment  of  105,  for 
he  could  get  this  year's  100  for  the  work  he  is  in  any 
case  doing.  He  is  comparing  the  110  which  round- 
about production  will  yield  him  next  year,  with  the 
105  of  next  year's  goods  (or  anything  less  than  110) 
which  he  must  pay  for  the  110.  He  is  comparing  two 
futures,  rather  than  a  present  and  a  future.^    He  is  going 

I  Cf.  Bdhm-Bawerk,  PodtivB  Theorie  det  KftpiUlM,  Dritto  Aiifli«e.  1012,  Ezkuna, 
PP.406H09. 
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to  have  100  this  year  whether  he  borrows  or  not.  He 
is  going  to  do  a  given  amount  of  productive  work  this 
year  whether  he  borrows  or  not.  If  he  borrows  he 
simply  makes  the  difference  between  110  and  what  he 
has  to  pay  next  year  for  the  loan.  In  what  possible 
sense  can  it  be  said  that  he  borrows  only  because  he  is 
impatient  ? 

Here  we  see  the  fundamental  error  in  Fisher's  criti- 
cism of  Bohm-Bawerk.  Professor  Bohm-Bawerk 
in  his  Positive  Theory  of  Capital  ^  has  a  series  of  tables 
illustrating  the  technical  superiority  of  present  goods, 
the  point  being  that  early  goods  are  to  be  preferred 
to  later  because  they  make  possible  more  roundabout 
production,  e.  g.^  to  use  the  figures  of  this  article,  that 
100  this  year  is  preferable  to  100  next  year,  b^^use 
100  this  year  makes  possible  110  next  year,  through 
the  adoption  of  roundabout  processes.  Fisher's 
argument  is,  in  effect,*  that  100  now  would  be  no 
better  than  100  next  year,  if  man  were  not  impatient, 
because  100  next  year  would  make  possible  110  year 
after  next;  that  as  much  would  be  enjoyed  eventually, 
and  so  if  one  did  not  mind  waiting,  either  option  would 
be  as  good  as  the  other.  Professor  Fisher's  statement  • 
is  that  "  the  only  reason  anyone  can  prefer  the  product 
of  a  month's  labor  invested  today  to  the  product  of  a 
month's  labor  invested  next  year  is  that  today's  invest- 
ment will  mature  earlier  than  next  year's  investment." 
In  view  of  what  has  been  said  in  the  foregoing  pages, 
it  seems  to  the  present  writer,  that  this  criticism  really 
fails  to  meet  the  essential  point  of  the  argument. 
So  long  as  100  this  year  makes  possible  110  next  year, 
many  persons  will  be  very  anxious  to  get  the  100  pro- 

1  The  PodtivB  Theory  of  Capital,  English  Trandation.  London  (Mafflnillan),  1891 
pp.  262-269;  Dritte  Auflage.  4M-466. 

*  Rate  of  Interest,  pp.  6&-71. 

*  Ibid.,  pp.  70.  71. 
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vided  they  do  not  have  to  pay  back  quite  all  of  the  110. 
Their  total  income  will  be  larger  and  not  merely  earlier 
because  of  such  a  choice.  A  proper  comparison  of  the 
two  options  begins  with  the  present  in  both  cases,  not, 
as  Professor  Fisher  would  have  us  believe,  a  year  later 
in  one  case  than  in  the  other.  In  either  case,  income 
and  work  would  begin  with  this  year.  In  the  one 
case  the  loan  of  100  would  make  possible  beginning  the 
more  productive  indirect  method  at  once.  In  the  other 
case  the  first  year  would  have  to  be  spent  in  the  use 
of  the  less  productive  direct  method.  All  question 
of  impatience  aside,  the  first  choice  would  be  preferable 
to  the  second  since  it  would  yield  during  any  given 
period,  a  greater  total  result.* 

Professor  Fisher,  in  attempting  to  show  that  all 
loans  are  really  made  to  provide  present  income  for 
those  who  desire  the  loans,  even  if  they  are  so-called 
productive  loans,  assumes  the  case  of  a  business  man 
who  borrows  to  make  an  investment  and  who  has  the 
three  options  of  not  investing,  and  of  making  the 
investment  by  sacrificing  part  of  his  early  income  for 
the  sake  of  later  or  by  borrowing  so  as  not  to  have  to 
sacrifice  early  income.'  But  in  our  example  above 
described,  the  borrower  has  but  the  first  and  third  of 
these  options.  If  he  cannot  borrow,  he  cannot  invest, 
that  is,  he  cannot  choose  roundabout  production. 
It  cannot  be  said,  therefore,  that  he  borrows  to  supply 
present  needs,  and  it  cannot  be  said  that  borrowing, 
in  general,  is  necessarily  a  means  of  providing  the 
present  at  the  expense  of  the  future,  but  that  there 
really  are,  contrary  to  the  viewpoint  of  Fisher,*  pro- 
ductive loans  in  the  sense  in  which  economists  have 

>  See  Bfihm-Bawerk,  The  Podtive  Theory  of  Capital,  Endieh  Tranaiatioii,  p.  271 ; 
DiHte  Auflace.  p.  469.    See  alio  Ezkane  XII,  in  answer  to  Fbher's  oiitiebmi. 

*  Rate  of  Interest,  pp.  246-261. 

*  Ibid.,  p.  261. 
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used  that  expression.  Impatience  is  only  one  cause, 
and  perhaps  a  minor  cause,  of  this  demand  for  present 
goods. 

In  concluding,  now,  our  analysis  of  the  demand  side 
of  the  market  in  so  far  as  it  shows  a  tendency  of  pro- 
ductivity of  waiting  to  keep  interest  up,  may  we  not 
state  a  quantitative  result  ?  Assuming  that  the  mar- 
ginal productivity  of  waiting,  however  far  extended, 
is  10  per  cent,  and  that  the  supply  of  present  or  early 
goods  is  not  unlimited,  may  we  not  assert  that  at  a 
rate  of  interest  appreciably  less  than  10  per  cent,  the  de- 
mand far  present  goods  or  relatively  early  goods,  must 
exceed  the  supply  ?  For  even  those  who  are  not  by 
nature  so  impatient  as  to  purchase  present  goods  for 
future  at  that  rate  will  nevertheless  purchase  present 
or  comparatively  early  goods,  that  they  may  extend 
the  amount  or  the  time  of  indirect  production  and 
reap  a  gain  in  so  doing. 

Section  3 

On  the  other  hand,  a  high  marginal  productivity  of 
capital  or  of  waiting  tends  to  decrease  the  supply  of 
present  goods,  at  any  given  price  in  terms  of  future 
goods.  Thus,  with  the  marginal  productivity  of  in- 
direct production  110,  however  far  extended,  as  against 
100  for  direct,  nobody  would  supply  present  goods  at 
all  if  offered  a  price  of  only  105  in  next  year's  goods 
for  100  present.  If  roundabout  production  yielded 
less,  say  4  or  5  per  cent,  such  an  offer  might  bring  out 
a  supply  of  present  goods.  But  with  roimdabout 
production  yielding  a  10  per  cent  yearly  surplus,  it 
would  not  be  worth  while  for  any  one  to  produce 
present  goods  at  all  in  order  to  make  such  an  exchange- 
Rather  than  produce  present  goods  to  the  amoimt  of  100 
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and  exchange  or  sell  them  for  105  of  next  year's  goods, 
any  producerwould  prefer  to  get,  by  the  indirect  method, 
110  of  next  year's  goods.  We  may  put  the  matter  in  a 
somewhat  different  way  if  we  first  call  attention  to 
the  fact  that  wages  are  paid,  in  the  first  instance, 
neither  in  present  consumption  goods  nor  yet  in  future 
goods  (durable  capital)  but  in  general  purchasing 
power.  The  amount  that  an  employer  has  to  pay  in 
wages  will,  presumably,  be  the  same  whether  he 
employs  his  men  in  direct  or  indirect  production,  in 
producing  present  or  future  goods.  But  if  employing 
them  in  indirect  production  will  yield  110,  no  employer 
is  going  to  pay  the  same  wages  for  present  goods  of 
100,  and  then  supply  these  goods  for  the  equivalent 
of  105  in  the  goods  of  a  year  later.  An  employer  will 
either  receive  for  his  100  a  purchasing  power  over  110 
of  next  year's  goods,  or  he  will  have  next  year's  goods 
produced  instead  of  present  goods.  It  appears,  there- 
fore, that  if  indirect  production  can  be  indefinitely 
extended  with  a  surplus  return  of  10  per  cent,  any 
appreciably  less  rate  of  interest  than  10  per  cent,  would 
certainly  mean  a  supply  of  present  goods  less  than  the 
demand.  Therefore  a  rate  of  appreciably  less  than  10 
per  cent  could  not  continue. 

It  is  worth  while  calling  attention  again  at  this  point 
to  the  fact  that  we  are  dealing  here,  as  Bohm-Bawerk 
has  claimed,  with  an  independent  cause  of  interest 
other  than  impatience.  It  is  not,  in  our  example, 
because  those  on  the  supply  side  of  the  market  are 
impatient,  that  they  will  not  dispose  of  100  present 
goods  for  less  than  110  of  next  year's  goods.  It  is 
rather  because  nature  or  invention  or,  more  properly, 
both,  gives  them  the  option  of  getting  the  110  next 
year,  through  their  own  present  efforts,  if  they  will, 
instead  of  by  lending  or  selling  present  goods  for  future. 
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Is  a  man  impatient  because  he  will  not  accept  105  of 
next  year's  goods  when  he  may,  by  the  same  present 
e£Fort,  get  110  ?  The  choice  is  between  a  smaller 
future  income  and  a  larger,  not  between  a  present  and 
a  future  income.  How,  therefore,  can  impatience  be 
said  to  be  involved  as  the  cause  ?  Impatience  or  time 
preference  is  a  state  of  mind  relating  to  present  com- 
pared with  future  goods ;  not  related  to  future  compared 
with  other  future  goods. 

The  above  argument  shows,  it  is  believed,  that 
productivity  of  capital  has  both  a  direct  and  a  pro- 
portionate effect  upon  the  rate  of  interest,  if  by  pro- 
ductivity we  here  mean  surplus  productivity  over 
direct  production.  To  double  the  surplus  productivity 
of  any  one  instrument  of  capital  would  not,  of  course, 
appreciably  affect  the  rate  of  interest,  because  it  would 
mean  but  a  slight  change  in  the  market  conditions  of 
supply  and  demand.  The  increased  supply  of  products 
or  uses  would,  if  the  capital  were  itself  produced  by 
labor,  lower  their  price  in  relation  to  other  goods,  and 
no  other  effect  would  be  noticed.  But  permanently 
to  double  the  surplus  productivity  of  capital  in  general, 
in  other  words  to  double  the  marginal  product  of  wait- 
ing and  to  keep  this  marginal  product,  however  great 
the  increase  of  waiting,  double  what  it  has  been,  would, 
and  must,  not  less  than  double  the  rate  of  interest. 
For  if  the  surplus  marginal  productivity  of  capital 
were  changed  from  10  to  20  per  cent,  no  one  would  any 
longer,  however  low  his  impatience,  consent  to  lend 
or  invest  present  goods  for  10  per  cent.  Rather  would 
he  adopt  indirect  production  and  realize  20.  His 
refusal  to  accept  10  would  not  be  due,  necessarily, 
to  his  impatience  but  directly  to  the  fact  that  he  has 
now  a  better  option  than  before.    .The  assertion  that  ^ 

>  Fiaher,  The  Rate  of  Interest,  p.  15. 
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"  to  raise  the  rate  of  interest  by  raising  the  produc- 
tivity of  capital  is,  therefore,  like  trying  to  raise  one's 
self  by  one's  own  boot-straps/'  hardly  gives  a  true 
account  of  the  situation  even  tho  only  a  direct  and  not 
an  indirect  effect  is  denied.  Neither  is  it  convincing 
to  state  that  *  "  an  increase  of  the  productivity  of 
capital  would  probably  result  in  a  decrease  instead  of 
an  increase,  of  the  rate  of  interest/'  and  that  ''  to 
double  the  productivity  of  capital  might  more  than 
double  the  value  of  the  capital,"  unless  by  productivity 
is  meant  productivity  in  general  and  not  merely  the 
surplus  productivity  of  indirect  production.  As  a 
matter  of  fact  to  double  the  surplus  *  marginal  product 
from  10  to  20  and  keep  it  so,  would  very  decidedly  not 
double  the  value  of  capital.  For  no  one,  however 
low  his  impatience,  would  be  willing  to  give  more  than 
100  in  present  goods  for  120  of  next  year's  goods  when 
the  labor  necessary  to  produce  the  present  100  would  be 
sufficient  to  produce  the  deferred  120.  It  is  true  that 
such  an  increase  of  productivity  as  we  have  assumed 
might,  when  it  had  greatly  increased  wealth,  tend  to 
reduce  impatience  and  therefore,  eventually,  to  make 
possible  an  extension  of  indirect  production  to  where 
the  marginal  product  of  waiting  was  a  smaller  amount 
than  before.  But  unless  and  until  it  did  this,  the 
greater  productivity  could  not  possibly  result  in  a 
decrease  of  the  rate  of  interest.  And  it  is  certainly 
not  true  that  a  theory  which  asserts  productivity 
to  be  an  independent,  direct  cause  and  determinant 
of  interest  must  assume  a  rate  of  interest  in  its  pre- 
mises and  so  involves  a  begging  of  the  question.  It 
starts  with  a  rate  of  interest  only  in  the  sense  that 

>  Fbber.  Tbe  Rate  of  Interest,  p.  16. 

s  If  the  surplus  marginal  product  is  10,  the  total  marginal  product  of  capital  is  110. 
To  double  this  would  make  it  220,  increasing  the  surplus  marginal  product,  or  the 
marginal  product  of  waiting,  to  120. 
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it  starts  with  a  rate  of  productivity  which  in  large  part 
determines  the  rate  of  interest.  Even  the  productivity 
theorist  who  asserts,  flatly,  that  interest  will  be  20 
per  cent  if  a  capital  of  100  produces  on  the  average, 
at  the  end  of  a  year,  an  income  of  120,  tho  his  analysis 
may  be  incomplete,  is  not,  perhaps,  fundamentally 
in  error.  For  it  is  not  necessarily  true  that  a  person 
values  his  capital  at  100  only  because,  having  an  im- 
patience of  20  per  cent,  he  discoimts  the  expected  income 
at  a  20  per  cent  rate.  On  the  contrary,  he  values 
his  capital  at  100  because  the  amount  of  labor  necessary 
to  produce  it,  t.  e.,  necessary  to  get  a  final  result  a  year 
later,  of  120,  is  just  equal  to  the  amount  of  labor  neces* 
sary  to  get  100  right  away.  He  does  not  value  the 
capital  at  more  than  that,  t.  e.,  will  not  give  more  than 
that  for  it,  because  he  has  the  option  of  always  being 
able  to  get  it  at  that  price  or  value  in  terms  of  labor. 
The  simi  100  may  properly  be  called  its  cost  of  pro- 
duction. In  this  sense  it  is  fair  to  say  that  interest  is 
20  per  cent  if  and  because  a  capital  of  100  will  pro- 
duce income,  at  the  end  of  a  year,  of  120,  or  will 
produce  20  a  year.  We  may  say  that  a  person's 
valuation  of  capital,  along  with  the  valuations  of  other 
persons  in  like  situation,  is  less  the  direct  result  of  a 
previously  existing  market  rate  of  interest,  than  it  is, 
by  affecting  his  and  their  attitude  towards  the  market, 
a  determinant  of  the  rate  of  interest. 

We  are  prepared,  now,  to  see  also  the  importance  of  a 
distinction  which  Professor  Seager  has  recently  em- 
phasized,^ between  land  and  made  capital,  between 
original  natural  resources  and  ''  the  produced  meads  to 
further  production.'^  Land  is  already  present.  For 
the  most  part  there  is  no  balancing  of  choice  as  to 

>  The  Impfttienoe  Tlieoiy  of  Interat,  AnMrioan  Eeonomie  Review,  Deeember,  1913, 
P.8M. 
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whether  or  not  we  shall  produce  it.  Its  value  depends 
upon  its  expected  future  benefits  and  the  rate  of 
interest  or  impatience  at  which  they  are  discounted. 
But  there  is  the  option,  during  any  period,  of  produc- 
ing more  or  less  of  other  capital,  turning  towards  or 
away  from  roimdabout  production.  The  value  of  this 
other  capital  is  just  as  much  dependent  upon  its  cost 
of  production,  in  the  sense  above  explained,  as  upon 
any  independently  existing  rate  or  rates  of  impatience. 
The  possibility  of  getting  a  larger  product  of  labor,  a 
surplus  over  the  reward  of  direct  production,  by  apply- 
ing that  labor  indirectly,  with,  as  an  intermediate  step, 
the  use  of  *'  produced  means  to  further  production,'' 
will  tend  to  prevent  enterprisers  and  others  from 
accepting  any  less  surplus  as  interest  on  loans  or  on 
purchase  of  goods  already  produced.  This  possibility 
will  therefore,  in  so  far,  tend  to  fix  the  rate  of  interest 
and  of  discount.  Does  not  the  view  here  presented 
explain  the  high  rates  of  interest  often  realized  in  new 
countries,  quite  as  well  as  the  impatience  theory  ?  ^ 
Where  natural  resources  are  abundant  and  accumula- 
tions small,  the  marginal  productivity  of  capital  or  of 
waiting  is  high,  and  interest  is  also  high. 

Does  impatience  then  enter  nowhere  into  the  chain 
of  cause  and  effect  ?  It  does  enter,  but,  in  the  con- 
nection to  be  now  emphasized,  as  effect  rather  than 
cause.  The  marginal  productivity  of  waiting,  if  10 
per  cent  regardless  of  extension,  will  directly  influence 
supply  of  and  demand  for  present  goods  in  such  a  way 
that,  at  any  lower  interest  rate  than  10  per  cent,  supply 
will  fall  short  of  demand.  It  is  also  true  that  a  mar- 
ginal productivity  of  waiting,  of  10  per  cent,  will  cause 
rates  of  impatience  to  be  correspondingly  high.     The 

1  See  lUustntioiii  in  Fisher,  The  Rate  of  Intenet.  pp.  804-^11  giveii  m  inductive 
▼eilfiealion  of  the  impfttienoe  theory. 
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supply  of  and  demand  for  present  goods,  and  hence 
the  rate  of  interest,  is  one  chain  of  effects  following 
from  the  marginal  productivity  of  waiting.  The 
comparative  deprivation  of  the  present  and  endowment 
of  the  future  and  the  consequent  high  rate  of  impatience, 
constitute  another  chain  of  effects.  We  are  here 
dealing  with  common  effects  of  a  joint  cause,  not  with  a 
single  chain  of  causation. 


Section  4 

On  the  other  hand,  still  assuming  a  marginal  product 
of  waiting  equal  to  10  per  cent,  and  assuming  now  that 
it  does  not  become  greater  than  that  even  with  indefinite 
decrease  of  roundabout  production;  then  at  a  higher 
rate  of  interest  than  10  per  cent,  we  should  expect  to 
find  demand  for  present  goods  less  than  supply.  If 
the  rate  of  interest  were  15  per  cent,  that  is  if  the  price 
of  present  goods  in  terms  of  future  were  116,  compara- 
tively few  persons  would  be  willing  to  buy  present 
goods.  Why  offer  115  of  next  year's  goods  for  100  of 
this  year's  when  100  of  this  year's  can  be  produced 
by  the  direct  method  in  the  same  time  that  it  takes 
to  produce  only  110  of  next  year's.  There  might  be 
persons  of  spendthrift  habits  and  no  trustworthiness 
who  would  be  willing  to  promise  almost  any  price  in 
future  goods  in  order  to  get  100  in  present  goods.  But 
such  persons  could  not  be  relied  on  to  pay  the  price 
and,  therefore,  are  not  really  in  the  market.  They  have 
a  desire  rather  than  a  demand.  There  might  be  a  real 
demand  for  present  goods  at  a  15  per  cent  rate  from 
persons  of  spendthrift  proclivities  who,  by  past  accumu- 
lations or  by  inheritance  of  capital,  possessed  the  means 
to  pay.  But  such  persons  would  soon  eliminate  them- 
selves as  factors  in  the  problem,  and  even  while  they 
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were  in  the  market,  conditions  of  supply  would  keep 
interest  down  to  about  10  per  cent.  The  great  mass  of 
consumers  would  not  be  in  a  position  to  give,  as  a  rule, 
more  than  10  per  cent.  Most  of  them  are  wage  earners 
and  in  many  cases  they  have  little  security  to  offer. 
They  buy  present  goods,  in  effect,  with  the  future 
goods  their  labor  produces.  That  is  their  chief  and 
in  many  cases  their  only  means  of  purchase.  If  the 
same  labor,  which  produces  110  of  next  year's  goods  by 
the  indirect  method,  would  produce  directly  100  of  this 
year's,  they  would  not  bid  for  the  100,  an  amount 
equal  to  115  of  the  goods  available  a  year  later.  Rather 
than  do  this,  they  would  seek  employment  producing 
directly  this  year's  goods  and  so  avoid  the  15  per  cent 
interest. 

Looking  at  the  matter  from  the  supply  side,  we  may 
say  that  a  rate  of  interest  of  15  per  cent  when  the  mar- 
ginal product  of  waiting  is  10  per  cent,  would  almost 
certainly  result  in  a  supply  of  present  goods  in  excess 
of  the  demand.  For  no  one  would  produce  110  of 
next  year's  goods,  however  little  impatient  he  might 
be,  so  long  as  he  could  produce  with  the  same  labor, 
100  of  present  goods  and  sell  them  for  115  of  next  year's. 
No  one  would  hire  labor  to  produce  110  of  next  year's 
goods  when  for  the  same  wages  he  could  hire  them  to 
produce  100  of  this  year's  and  could  sell  this  100  for 
115  of  next  year's.  In  short,  at  a  rate  of  interest  of 
15  per  cent,  the  supply  of  present  goods  would  exceed 
the  demand,  by  the  turning  of  quantities  of  labor  from 
indirect  to  direct  production,  until  the  large  amount 
of,  early  income  and  the  scarcity  of  future  income, 
lowered  interest  and  impatience  to  10  per  cent.  The 
influence  of  supply  would  keep  interest  as  low  as 
10  per  cent  for  all  those  able  to  give  security  and  there- 
fore really  in  the  market,  unless  mankind  were  so  little 
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thrifty  that  no  amount  of  turning  production  to  the 
direct  method,  no  possible  stocking  of  the  present 
and  deprivation  of  the  future,  could  keep  their  impar 
tience  down  to  10  per  cent,  the  assumed  productivity 
of  waiting.  In  such  a  world  or  such  a  community, 
there  soon  would  be  no  indirect  or  capitalistic  produc- 
tion, but  a  mere  living  from  hand  to  mouth;  and  there 
could  be  no  loans  except  the  so-called  unproductive 
loans. 

We  may  conclude,  therefore,  that  by  acting  on  the 
supply  of  present  goods  and  the  demand  for  them, 
the  superiority  of  roundabout  production  tends  to 
keep  interest  down  to  as  well  as  up  to  the  marginal 
productivity  of  waiting.  Interest  to  those  really  in 
the  market  (because  able  to  give  security),  cannot  go 
above  this  per  cent  so  long  as  a  community  is  thrifty 
enough  to  use  any  degree  of  indirect  production,  and 
is  therefore  able  to  increase  present  goods  and  decrease 
future  by  tiuning  more  largely  toward  direct  production. 
And  it  cannot  go  below  this,  so  long  as  a  community 
has  still  not  reached  an  impassible  limit  of  indirect 
production  but  is  yet  able  to  turn  more  labor  toward 
indirect  production  or  to  make  the  method  of  produc- 
tion still  more  roundabout,  —  to  increase  either  the 
amount  or  the  time,  of  waiting. 

Assuming,  therefore,  a  constant  marginal  produc- 
tivity of  waiting,  equal  to  10  per  cent,  and  a  rate  of 
impatience  affected  by  the  shape  of  the  income  stream, 
this  rate  of  impatience,  as  well  as  the  rate  of  interest, 
will  adjust  itself  to  the  rate  of  productivity  of  waiting. 
On  the  other  hand,  were  we  to  assume  a  constant 
natural  rate  of  impatience  regardless  of  changes  in  the 
income  stream,  and  at  the  same  time  a  productivity 
of  waiting  decreasing  with  the  extension  of  indirect 
production,  then  the  marginal  prod/uctivity  and  the  rate 
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of  interest  would  adjvst  themselves  to  (he  impatience. 
In  practice,  doubtless  adjustment  takes  place  both  in 
marginal  productivity  of  waiting  and  in  impatience, 
but  the  influence  of  productivity  has,  it  is  believed,  an 
importance  which  we  are  not  likely  to  over-emphasize. 

Section  5 

In  a  modem  community  production  is  capitalistic 
to  a  great  degree.  It  would  be  possible  to  make  it 
capitalistic  to  an  indefinitely  greater  degree  with 
continuing  gain  in  productiveness.  We  are  little 
interested  in  the  theory  of  how  interest  might  be  fixed 
in  a  community  where  the  general  rate  of  impatience 
is  too  high  to  permit  any  accumulation  at  all,  or  in  a 
world  where  further  extension  of  indirect  production 
is  impossible.  In  our  existing  civilization,  the  fact 
that  capitalistic  production  could  be  much  further 
extended,  with,  for  a  long  time  at  least,  a  surplus  gain, 
is  of  tremendous  importance.  It  means  that  no  amount 
of  accumulation  can  be  expected  to  reduce  the  rate  of 
interest  to  zero.^  It  means  that  the  marginal  product 
of  waiting  is  one  of  the  most  important  factors  in  fixing 
the  rate  of  interest,  worthy  of  the  emphasis  which  the 
marginal  productivity  theorists  have  given  to  it,  and 
that  any  theory  which  does  not  give  large  emphasis 
to  this  determining  influence  acting  simultaneously 
on  impatience  and  interest  is  either  inadequate  or  mis- 
leading or  both.  It  means  that  if  the  productivity 
of  waiting  were  a  given  per  cent  regardless  of  an  indefi- 
nite subtraction  from  or  addition  to  the  supply  of 
waiting,  then  that  productivity  would,  in  a  modem 
civilized  community,  fix  both  interest  and  impatience 
at  its  own  exact  per  cent.     It  means,  in  short,  that  im- 

1  CsMel,  The  NatuzB  and  NeoeMHy  of  Intarast,  piK  166, 167. 
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patience  is  not  the  fundamental  cause  of  modem  interest 
nor  even  a  cause  through  which  all  other  causes  must 
operate,  but  that  it  is  one  of  two  coordinate  causes 
and  is  also  to  some  extent  a  joint  consequence,  with 
interest,  of  the  other  caxise,  the  superiority  of  indirect 
production. 

It  may  be  worth  while  again  to  emphasize,  in  con- 
clusion, the  importance  of  a  correct  use  in  this  connec- 
tion of  the  terms  "  supply  "  and  "  demand."  Marginal 
productivity  is  not  to  be  looked  upon  as  having  to 
do  chiefly  with  demand  nor  is  impatience  to  be  regarded 
merely  as  putting  a  limitation  on  supply.  Neither  is  it 
correct  to  regard  productivity  merely  as  an  explanation 
of  why  interest  can  be  paid  and  impatience  as  a  reason 
why  it  must  be.^  As  we  have  seen,  the  marginal  pro- 
ductivity of  waiting  determines  (he  supply  of  present 
goods,  in  the  proper  sense  of  ^^ supply,"  quite  as  much  as  it 
determines  the  demand;  and  impatience,  so  far  as  it 
operates  as  an  independent  cause,  affects  the  demand 
of  those  who  desire  present  goods  as  well  as  the  supply 
offered  by  those  willing  to  take  future  goods. 

Habbt  G.  Bbown. 

Yale  UNivBBBnT. 


1  This  Memi  to  be  the  mode  of  treatment  adopted  in  Ely,  Ootlinee  of 
New  YoriL  (Macmillan),  1008.  pp.  418,  410. 
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THE  SECOND  VOLUME  OF  PIEBSON'S 
PRINCIPLES  OF  ECONOMICS  1 

The  death  of  the  author  since  the  translation  was  begun 
gives  special  significance  to  the  publication  of  the  second 
volume  of  the  English  version  of  Dr.  N.  G.  Pierson's  Leer-- 
boek  der  Staathuishoiuikunde,  just  ten  years  after  the  first. 
Tho  not  exactly  a  posthtimous  work,  since  the  Dutch  original 
appeared  in  1902,  when  the  author  was  still  at  the  height  of 
his  powers,  it  has  yet  the  finality  of  a  last  utterance.  In  it 
are  presented  the  matured  views  of  one  of  Holland's  best 
known  economists  and  financiers  on  such  important  questions 
as  socialism,  population,  protectionism,  land  nationalization 
and  taxation.  But  the  book  is  much  more  than  the  record 
of  the  opinions  of  a  thoughtful  and  well-informed  Dutchman. 
Pierson  possessed  a  rare  combination  of  wide  knowledge  and 
experience,  philosophic  insight,  and  common  sense,  which 
renders  his  handling  of  familiar  economic  problems  peren- 
nially interesting  and  important. 

According  to  the  general  plan  of  the  work,  this  second  vol- 
lune  treats  of  Production  and  the  Revenues  of  the  State, 
voliune  one  having  discussed  at  length  Value  in  Exchange 
and  Money.  Considering  that  in  handling  monetary  ques- 
tions the  author  had  the  advantage  of  his  experience  first 
as  director  and  later  as  president  of  the  Bank  of  the  Nether- 
lands, the  second  voliune  compares  very  well  with  the  first. 
In  it,  as  in  the  first  voliune,  the  method  employed  is  to  take 
up  concrete  problems  in  turn  and  make  them  the  vehicle  for 

>  PrindplM  of  Economios,  Volume  II.  TranaUted  from  the  Dutch  by  A.  A. 
WotML    F|>.  xzz.  604.    London,  MMmillan  ft  Ca.  1912. 
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introducing  the  reader  to  the  leading  principles  of  economics. 
For  Pierson  is  by  no  means  an  eclectic.  Altho  he  accepts 
the  marginal  utility  explanation  of  value,  the  discount  ex- 
planation of  interest  and  other  recent  innovations  in  economic 
theory,  he  yet  clings  tenaciously  to  the  leading  tenets  of  the 
classical  system  and  shows  great  skill  in  building  these  new 
elements  into  the  old  structure.  His  work  is  thus  com- 
parable with  that  of  the  more  conservative  English  and 
American  economists,  but  second  to  none  in  its  use  of  shrewd 
observation  and  apt  illustration  to  transform  abstract 
economic  principles  into  the  semblance  of  living  truths. 

His  justification  for  his  treatment  of  Production  at  the 
end  of  his  treatise  (for  as  he  himself  states  the  section  deal- 
ing with  the  Revenues  of  the  State  is  more  like  an  appendix 
or  supplement  than  an  organic  part  of  the  book)  is  suggestive. 
He  insists  that  Production  can  be  dealt  with  only  after  the 
laws  of  value  and  distribution  have  been  mastered,  and  since 
he  thinks  that  ''  there  is  no  such  thing  as  a  theory  of  con- 
siunption,  in  the  sense  of  a  branch  of  the  science  of  econom- 
ics," it  follows  that  the  problems  of  Production  must  be 
taken  up  last.  In  practice  his  treatment  is  not  so  different 
from  that  of  writers  who  take  up  Production  first,  since 
much  of  the  descriptive  matter  which  they  bring  in  under 
this  head,  Pierson  is  constrained  to  present  in  connection 
with  his  discussion  of  Value  in  Exchange.  On  the  other  hand, 
such  problems  as  individualism  v.  socialism,  population,  pro- 
tectionism and  land  tenure,  which  he  treats  as  problems  of 
Production,  are  usually  treated  by  other  writers  independently 
of  any  of  the  main  parts  into  which  the  subject  is  conven- 
tionally divided.  The  conclusion  seems  warranted  that 
convenience  was  after  all  more  important  than  logic  in 
determining  Pierson's  arrangement  of  his  material  and  that 
his  plan  is  justified  by  its  results. 

The  main  purpose  of  his  first  two  chapters  on  Production 
is  to  emphasize  the  vital  connection  between  efficient  pro- 
duction and  general  welfare  and  to  combat  both  the  over- 
drawn criticisms  and  the  exaggerated  claims  of  socialists, 
whose  light-hearted  disregard  of  the  rdle  which  self-interest 
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has  played  and  still  plays  in  economic  progress  seems  to 
him  typical  of  a  general  failure  on  their  part  to  appraise 
economic  values  correctly.  Altho  his  opposition  to  social- 
ism is  uncompromising,  he  yet  presents  their  case  with  fair- 
ness and  argues  the  issues  which  they  raise  with  less  heat 
than  economists  are  apt  to  display  when  dealing  with  the 
same  topic. 

More  interesting  and  suggestive  is  the  third  chapter,  treat- 
ing of  Poptilation  and  Production.  In  it  is  presented  as 
able  a  restatement  of  the  Malthusian  theory  of  population 
and  the  grounds  on  which  it  rests  as  is  to  be  found  in  con- 
temporary economic  literature.  P.  Leroy-Beaulieu's  con- 
tention that  with  the  increase  of  wealth  and  civilization  the 
growth  of  poptilation  slackens  automatically  is  examined 
and  found  to  be  without  adequate  statistical  support.  His 
own  view  is  that  over-poptilation  is  still  a  menace  and  that 
no  convincing  reasons  have  yet  been  advanced  for  condemn- 
ing the  program  of  artificial  restriction  of  the  birth-rate 
which  has  been  advocated  by  Neo-malthusians.  His  frank 
discussion  of  the  poptilation  question  in  the  light  of  the 
latest  scientific  and  medical  knowledge  is  in  refreshing  con- 
trast to  the  reserved,  not  to  say  prudish,  consideration  which 
it  still  receives  in  so  many  economic  treatises. 

At  no  point  does  Pierson  show  his  loyalty  to  the  classical 
system  more  strikingly  than  in  his  advocacy  of  free  trade, 
in  the  chapter  on  Production  and  Protectionism.  He  dis- 
plays full  acquaintance  with  the  most  recent  literature  in 
defence  of  protection,  but  regards  the  reasons  urged  in  sup- 
port of  this  policy  as  quite  inadequate.  As  a  means  to 
explaining  the  theoreticid  grounds  in  favor  of  free  trade,  he 
makes  ingenious  use  of  the  concept  of  "  labor  price."  This 
enables  him  to  show  the  inevitable  losses  due  to  high  import 
duties,  export  bounties  and  other  protective  devices.  He  is 
not  even  willing  to  concede  any  merit  to  "  protection  of  the 
national  fiag,"  or  restrictive  measures  on  foreign  shipping 
designed  to  promote  a  country's  own  carrying  trade,  which 
he  believes  also  serve  only  to  divert  labor  and  capital  from 
other  industries  in  which  they  can  be  more  profitably  em- 
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ployed.  NotwithstandiBg  his  strong  conviction  in  favor  of 
free  trade,  Pierson  here  as  elsewhere  argues  the  case  with 
admirable  fairness.  The  impression  created  is  thus  less 
that  of  a  dogmatic  theorist  than  of  a  broad-minded  states- 
man urging  tariff  reform  proposals  upon  a  doubting  legis- 
lature. 

Quite  as  pertinent  to  current  issues  in  the  United  States 
is  his  discussion  of  systems  of  land  tenure,  in  the  fifth  and 
last  of  the  chapters  on  Production.  He  prefaces  his  con- 
sideration of  proposals  like  the  Single  Tax,  by  reviewing  care- 
fully the  history  of  systems  of  land  tenure  in  the  leading 
European  coimtries.  This  historical  survey  serves,  among 
other  things,  to  bring  out  the  extent  to  which  investments 
in  improving  land  in  the  older  countries  have  become  merged 
with  the  land  itself  and  the  impossibility  of  now  distinguish- 
ing the  two  for  purposes  of  taxation.  His  general  conclusion 
is  that  the  nationalization  of  land  would  cause  more  loss  to 
production  than  could  possibly  be  offset  by  greater  justice 
in  distribution  and  that  ''of  all  forms  of  nationalization 
[the  Single  Tax]  would  certainly  be  the  most  unwise."  At 
the  same  time  he  dissents  strongly  from  the  view  advo- 
cated by  Leroy-Beaulieu  and  others  that  the  best  policy  for 
a  country  with  a  large  national  domain  is  to  dispose  of  it 
through  outright  sale  to  private  owners.  With  a  character- 
istic combination  of  Dutch  thrift  and  far-sighted  statesman- 
ship he  advocates  as  preferable  a  policy  of  long  leases, 
seventy-five  years  or  more,  and  he  is  able  to  give  striking 
evidence  of  the  practicability  of  this  policy  by  reciting  what 
Holland  has  accomplished  in  Java.  His  criticism  of  the 
contrary  policy,  as  pursued  by  the  United  States,  is  perhaps 
unduly  severe  as  regards  the  past,  but  merits  thoughtful 
consideration  as  a  guide  to  future  action. 

The  characteristics  that  have  been  brought  out  in  this 
review  of  the  author's  treatment  of  Production  would  only 
be  further  emphasized  were  I  to  attempt  to  deal  with  equal 
fulness  with  his  discussion  of  the  Revenues  of  the  State. 
Tho  couched  also  in  general  terms,  this  part  of  the  book 
shows  more  clearly  than  any  other  that  it  was  written  pri- 
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marily  for  Dutch  readers.  The  tax  sjrstem  discussed  is 
the  system  of  Holland  and  the  reforms  advocated  are  those 
adapted  to  the  needs  of  that  country.  This  does  not  result 
in  a  treatment  that  is  lacking  in  interest  for  English  and 
American  readers,  since  many  of  the  problems  of  taxation 
are  common  to  all  countries.  It  makes  more  difficult,  how- 
ever, a  sununary  statement  of  the  author's  conclusions  that 
wotild  be  entirely  fair  to  his  position.  In  general  it  may 
be  said  that  he  favors  income,  property  and  other  direct' 
taxes  more  than  indirect  taxes,  that  he  makes  prominent  the 
distinction  between  taxes  that  need  not  be  apportioned 
according  to  facility,  like  land  taxes,  and  those  that  should 
be  so  apportioned,  like  income  taxes,  and  that  he  is  more 
reconciled  to  permanent  public  debts  than  are  most  Ameri- 
can writers  on  finance. 

As  this  review  has  suggested,  the  great  merits  of  Pierson's 
treatise  are  not  the  originality  or  profundity  of  his  ideas 
but  his  interesting  and  convincing  way  of  defending  them. 
Tho  enjoying  wide  practical  experience  both  as  financier 
and  as  finance  minister,  he  distrusted  the  reasoning  of  the 
practical  man  and  looked  to  economics  for  guidance  with 
reference  to  the  great  problems  which  interested  him. 
Possessing  common  sense,  varied  knowledge,  and  an  imusual 
gift  for  interesting  exposition  and  illustration,  he  has  written 
a  treatise  which  deservedly  holds  a  high  place  in  the  world 
literature  of  economics.  To  trained  economists  it  is  useful 
chiefly  as  a  record  of  the  opinions  of  a  singularly  able  and 
broad-minded  colleague.  To  the  inunature  student  and  the 
general  reader  it  commends  itself  because  of  its  clear  under- 
standing of  the  errors  and  fallacies  common  in  the  market 
place  and  its  forcible  refutation  of  such  errors  and  advocacy 
of  sounder  ways  of  thinking. 

Mr.  Wotzel  has  performed  his  work  as  translator  so  ably 
that  there  can  be  only  words  of  praise  for  his  part  in  the 
task. 

Henry  R.  Sbageb. 

Columbia  UNivBiifliTT. 
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HOURWICH'S  IMMIGRATION  AND  LABOR 

Readiness  to  analyze  the  relation  of  immigration  to  wages 
has  not  been  characteristic  of  writers  upon  immigration. 
The  subject  veritably  swarms  with  diffictilties.  At  one 
extreme  students  have  contended  that  immigration  must 
have  raised  the  level  of  wages  because  it  has  so  greatly  in- 
creased the  stock  out  of  which  wages  are  paid.  At  the  other 
extreme  more  students  have  held  that  the  level  has  tended 
to  fall  because  increased  competition  of  laborers  depresses 
wages.  So  insistently  had  the  latter  theory  come  to  be  cited 
in  advocacy  of  the  restriction  of  immigration  that  the 
Immigration  Commission  of  1907  devoted  its  study  chiefly 
to  economic  aspects.  The  report  of  that  Commission, 
recommending  restriction,  is  the  chosen  object  of  attack 
of  Dr.  Hourwich's  book.^  Immigration  and  Labor  may 
claim  to  be  the  first  attempt,  apart  from  the  Commission's 
study,  to  analyze  the  wages  aspect  of  immigration.  That 
the  book  is  controversial  and  has  clearly  had  the  political 
object  of  opposing  the  enactment  of  the  literacy  test  is  no 
reason  why  it  should  not  be  seriously  considered.  With 
its  criticism  of  the  forty-two  voliunes  of  the  Report  of  the 
Commission  and  of  the  hastily  compiled  summary  published 
in  book  form  by  Messrs.  Jenks  and  Lauck  we  are  not  con- 
cerned. Misleading  procedures  and  interpretations  are 
too  frequent  in  these  works.  Our  interest  is  in  the  economic 
argument  of  Dr.  Hourwich. 

Part  I,  in  39  pages,  is  a  sunmiary  of  the  argument 
of  the  book.  Part  II,  in  322  pages,  contains  a  topical 
refutation  of  the  arguments  of  restrictionists,  with  main 
emphasis  on  the  report  of  the  Immigration  Commission. 

>  I.  A.  Hourwieh.  Immicntlon  and  labor:  The  Koonomk  JUpMts  d  EurapMa 
Immigration  to  tha  Unitad  Stataa.    New  Yoik.  Q.  P.  Putnam'a  Sona.  lOU. 


Digitized  by 


Google 


REVIEWS  667 

Part  III,  in  127  pages,  reviews  the  evidence  of  the  Com- 
mission r^^arding  selected  leading  industries.  Part  IV,  in 
13  pages,  considers  the  probable  effects  of  a  restrictive 
policy. 

A  good  deal  of  the  book  concerns  arguments  that  seem 
trivial.  For  example,  elaborate  treatment  is  accorded  the 
question,  has  emigration  from  Southern  and  Eastern  Europe 
checked  emigration  from  Northern  and  Western  Europe? 
(Part  II,  ch.  viii.)  Germany,  Norway,  Denmark,  Sweden, 
the  United  Kingdom,  examined  seriatim,  are  foimd  to  be, 
for  internal  reasons,  no  longer  ready  to  export  their  sons. 
**  If  this  country  is  to  have  immigration,  it  will  have  to  come 
from  other  sources"  (p.  220).  Restrictionists,  however,  who 
plan  and  expect  a  revival  of  the  older  immigration,  are  not 
conspicuous. 

Again,  a  constant  grievance  is  that  the  Commission's 
volumes  omit  historical  research*  They  say  much  about 
''recent"  immigrants — the  only  immigration  really  in  ques- 
tion —  but  that  term  implies  to  Dr.  Hourwich  a  comparison 
with  the  past.  Such  a  comparison  he  is  then  led  specifically 
to  make,  and,  like  a  Leitmotiv,  the  comparison  echoes 
through  his  book.  At  much  length  he  explains  how  a  cen- 
tury ago  immigrants  were  indentured  servants,  how  the  early 
free  immigrants  were  destitute,  how  they  lived  congested, 
how  they  were  unskilled,  the  but  of  social  prejudice,  the 
alleged  enemy  of  organized  labor.  Whether  the  Inunigra- 
tion  Commission  should  have  included  a  study  of  these 
matters  is  not  here  to  be  debated;  and  that  they  were  right 
in  studying  recent  immigration  needs  no  debate.  Had 
anybody  contended  that  the  "  evils  "  of  "  recent "  immigra- 
tion wotdd  endure  for  all  time,  or  even  for  many  decades, 
comparison  with  the  past  might  have  had  relevance  for  the 
argument.  But  if  the  contention  is  —  and  surely  the  Com- 
mission so  contended  —  that  contemporary  immigration 
is  responsible  for  evils  that  endure  long  enough  to  be  im- 
portant, then  the  historical  comparison  contributes  nothing. 
The  chapters  chiefly  in  question  are  III  (Old  and  New 
Immigration),  X  (The  Standard  of  Living),  and  perhaps 
XI  (Home  Ownership) ;  all  are  in  Part  II. 
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From  the  danger  of  the  historical  argument  Dr.  Hour- 
wich  does  not  keep  himself  free.  He  errs  where  his  opponents 
err  —  so  far  as  there  really  are  persons  who  ask  for  restric- 
tion on  the  ground  that  former  immigrants  were  ''more 
desirable  "  than  present  ones,  and  irrespectively  of  whether 
present  immigrants  are  good  or  bad.  No  r^ulation  of 
woman  and  child  labor,  to  cite  a  parallel,  no  mimimum  wage 
law,  no  sanitary  legislation,  or,  to  go  back  farther,  no  restric- 
tion upon  the  importation  of  slave  labor,  could  ever  be  justi- 
fied if  a  reasonable  answer  to  advocates  of  such  measures 
were  that  existing  conditions  are  not  worse  than  past  ones. 
Besides  the  chapters  named,  nearly  all  the  other  chapters 
make  much  of  historical  comparison,  especially  those  on 
wages.  What  importance  can  it  have  to  ask  whether  wages 
in  an  immigrant  occupation  are  higher  or  lower  now  than 
they  once  were?  Legislators  must  ask,  how  does  unre- 
stricted immigration  affect  wages  7  The  questions  are  not 
identical. 

Fortunately  Dr.  Hourwich  faces  squarely  the  important 
question.  He  shuns  theoretic  reasoning.  Nay,  those  who 
reason  theoretically  must  submit  to  concrete  tests.  ''  To 
prove  that  inmiigration  has  virtually  lowered  the  rates  of 
wages  would  require  a  comparative  study  of  wages  paid 
for  the  same  class  of  labor  in  various  occupations  before 
and  after  the  great  influx  of  immigration.  This,  however, 
has  never  been  attempted  by  the  advocates  of  restriction  " 
(p.  23).  Something  not  unlike  it  the  Immigration  Ck>m- 
mission  attempted.  If  wages  declined  as  immigrants  entered 
a  field  and  underbid  the  workers,  that  would  presumably 
prove  that  immigration  lowers  wages.  "  The  Conmiission 
discovered  no  evidence  '  that  it  was  usual  for  employers 
to  engage  recent  immigrants  at  wages  lower  than  those 
prevailing  at  the  time  of  their  employment  in  the  industry 
where  they  were  employed '  "  (p.  288). 

Dr.  Hourwich,  as  a  statistician,  sees  additional  possi- 
bilities of  concrete  study.  He  says,  *'  If  the  tendency  of  the 
new  immigration  be  to  lower  the  rate  of  wages  or  to  retard 
the  advance  of  wages,  it  shotdd  be  expected  that  wages 
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wotild  be  lower  in  great  cities  where  the  recent  immigrants 
are  concentrated  than  in  rural  districts  where  the  population 
is  mostly  of  native  birth  "  (p.  297).  Further,  "  another 
way  to  trace  the  connection,  if  any,  between  iiomigration 
and  wages,  is  to  compare  the  average  earnings  by  States 
with  reference  to  the  percentage  of  foreign-bom;  if  immi- 
gration tends  to  depress  wages,  this  tendency  will  manifest 
itself  in  lower  average  earnings  for  States  with  a  large  im- 
migrant poptdation,  and  vice  versa  "  (p.  299).  So  far  as 
great  cities  are  concerned,  ''  all  wage  statistics  concur  '^  (p. 
298)  that  factory  wages  are  higher  in  the  city  than  in  the 
country.  Only  the  census  statistics  are  cited.  Annual 
wages  are  computed  on  a  basis  of  300  working  days  per  wage- 
earner.  From  the  figures  presented  one  easily  calculates 
that  for  men,  women  and  children,  rural  wages  are  from  ten 
to  fifteen  per  cent  below  urban.  Such  a  '' pronounced 
tendency  "  is  held  to  justify  neglect  of  the  repeated  official 
warning  ''  against  the  use  of  census  returns  for  the  computa- 
tion of  average  earnings  "  (p.  298). 

A  larger  issue,  however,  than  that  of  the  veracity  of 
statistics  is  here  in  question.  Difference  of  wage  level  as 
between  town  and  country  is  a  universal  phenomenon.  It 
is  quite  as  conspicuous  in  old  countries,  imaffected  by  immi- 
gration, as  in  the  United  States.  It  is  indeed  only  the  local 
expression  of  a  principle  that,  on  a  large  scale,  explsdns 
those  differences  of  level  between  countries  which  students 
of  international  trade  observe.  The  rural  region  stands 
toward  the  urban,  as  a  country  of  one  wage  level  stands 
toward  another  of  higher  level  with  which  it  trades.  The 
prevalent  effectiveness  of  labor  in  production  coupled  with 
the  accessible  physical  resources  of  the  community  defines 
the  level  of  income.  Immigration  is  so  far  simply  not  in 
question. 

Dr.  Hourwich's  other  task  was  to  find  if  "  average  earn- 
ings '^  are  lower  in  States  where  immigrants  go  than  in  others. 
Census  figures  are  invoked.  "No  such  tendency  is  dis- 
closed.'' Indeed,  as  to  males,  the  evidence  is  only  conflict- 
ing (p.  300).    As  to  females ''  the  preponderance  of  evidence. 
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to  use  a  legial  term,  supports  the  conclusion  that,  as  a  rule, 
the  annual  earnings  are  higher  in  States  with  a  high  per- 
centage of  foreign-bom  factory  workers.  But  .  .  .  the 
least  that  can  be  said  is  that  there  is  no  proof  of  a  tendency 
of  immigration,  old  or  new,  to  depress  the  rate  of  wages  " 
(p.  302).  It  is  essentially  through  the  mobility  of  labor 
that  wages  in  different  regions  tend  to  be  equalized.  No 
labor  is  so  mobile  as  inmiigrant  labor.  Difference  of  demand 
for  labor  in  different  states  may  be  posited.  Not  to  find 
variations  in  the  proportion  of  foreign  laborers  in  different 
states,  along /with  fairly  uniform  rates  of  wages,  would  be 
strange.         > 

Yet  the  cardinal  objection  to  Dr.  Hourwich's  procedure 
remains  to  be  stated.  We  need  not  go  so  far  back  as  to 
inquire  whether,  if  he  became  convinced  that  immigration 
did  lower  wages,  he  would  accept  a  restrictionist  argument. 
That  contingency  he  does  not  discuss.  But  suppose  that 
his  procedure  had  actually  revealed  lower  wages  in  regions 
whither  immigrants  had  gone.  Or  suppose,  to  return  to  his 
first  question,  that  the  wages  of  labor,  after  a  great  influx 
of  immigrants,  had  fallen.  Would  it  follow  that  immigrar 
tion  had  lowered  wages  7  Great  are  the  changes  of  wages 
in  a  country  where  inunigration  is  not  in  question,  and  many 
are  the  influences  that  undoubtedly  can  be  construed  to 
affect  wages.  Certainly  these  influences  need  not  move 
together.  Statistics  never  explain.  They  need  explanation. 
If  it  were  the  case  that  immigration  tended  to  lift  wages, 
simultaneous  forces  might  more  powerfully  tend  to  lower 
them;  the  fervid  searcher  after  the  influence  of  immigration 
might  then  wrongly  declare  that  he  had  found  proof  that 
inmiigration  depresses  wages. 

Dr.  Hourwich  is  conmiitted  by  his  method  to  a  conclusion 
that  he  refrains  from  stating.  It  is  that  immigration  raises 
wages  I  If  Dr.  Hourwich  himself  believes  that  the  discovery 
of  lower  wages  in  places  where  inmiigrants  go  would  have 
demonstrated  the  asseverations  of  the  restrictionists,  surely 
he  cannot  rest  content  with  holding  that  higher  wages  merely 
disprove  those  asseverations.     The  inference  must  be  that 
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immigration  raises  wages.  It  is  not  at  all  clear  that  Dr. 
Hourwich  recognizes  that  the  effects  of  immigration  may  be 
clouded  by  other  influences.  Otherwise  he  would  be  more 
tolerant  of  those  who,  like  the  Immigration  Commission, 
speak  of  depressing  tendencies,  or  hold  that,  in  the  absence 
of  immigration,  wages  would  have  risen  farther.  With  his 
passion  for  concrete  verification  he  turns  quite  seriously 
to  the  Civil  War  period  to  learn  what  might  happen  in  the 
absence  of  immigration.  Then,  '^  without  the  avdlability 
of  Southern  and  Eastern  Europeans,''  the  cost  of  living  rose 
more  rapidly  than  wages  (p.  308) .  The  principle  apparently 
is:  wages  fall  when  immigration  disappears. 

The  errors  of  Dr.  Hourwich's  procedure  are,  if  possible, 
even  more  conspicuous  when,  in  a  special  chapter,  he  con- 
siders the  length  of  the  working  day.  One  benefit  from  a 
decline  in  hours,  it  may  be  noted  in  passing,  is  said  to  be  that 
''  all  other  things  being  equal,  it  provides  more  days  of  work 
for  every  employee,  which  brings  a  direct  increase  of  earn- 
ings "  (p.  311);  a  contribution  to  the  theory  of  unemploy- 
ment which  he  had  not  had  occasion  to  amplify  in  the  chapt^ 
devoted  to  unemployment  and  its  causes.  But  this  is 
incidental.  What  he  holds  to  be  more  important  is  that 
reductions  in  hours  are  ''  equivalent  to  an  increase  of  the 
hourly  wage  "  and  that  when  they  take  place  in  a  country 
that  receives  immigrants  they  are  an  "  imerring  measure 
of  the  effects  of  immigration  on  labor  conditions  "  (pp.  311, 
27).  Somehow  these  increases  in  wages  are  held  not  to  be 
compUcated  by  the  variations  of  the  purchasing  power  of 
money  (p.  311).  In  New  York  State  the  decade  of  heaviest 
immigration  from  Southern  and  Eastern  Europe  was  marked 
by  a  gradual  reduction  of  hours  (p.  316).  In  the  entire 
United  States,  the  hours  had  decreased,  from  1890  to  1907, 
by  5.7  per  cent.  ''  This  fact  shows  at  least  that  the  recent 
immigrant  has  not  hindered  the  movement  toward  better 
conditions  of  employment  "  (p.  314).  No  one  doubts  that 
the  hours  of  labor  have  declined.  But  if  Dr.  Hourwich's 
**  incontrovertible  statistical  figures  "  really  prove  that  heavy 
immigration  does  not  tend  to  hurt  the  terms  of  the  employ- 
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ment  of  labor,  then  they  also  prove  that  such  unmigration 
betters  the  terms  of  employment.  Only  a  total  absence  of 
change  in  the  terms  might  seem  to  prove  that  no  relation  at 
all  exists  between  immigration  and  labor  conditions. 

Is  the  competition  of  laborers  with  each  other  more 
effective  as  their  nmnbers  increase,  and  does  the  increase 
of  numbers  have  no  influence  on  wages  and  the  terms  of 
employment  ?  The  restrictionists  have  aflSjrmed  a  depres- 
sive influence.  Their  argument,  at  least,  Dr.  Hourwich 
does  not  accept.  Thdr  theory,  alas,  he  has  learned  where 
they  have  learned  it,  and  sometimes  he  does  not  conceal  it. 
From  his  table  of  average  earnings  by  States  he  had  excluded 
those  of  the  South  "  in  order  to  eliminate  the  influence  of 
n^pro  competition  upon  the  average  earnings"  (p.  300). 
Again,  and  more  explicitly,  the  "  country  competition  of 
native  Americans  tends  to  lower  the  wages  of  immigrants." 
The  citation  is  made  from  the  table  of  contents  (p.  xii;  cf. 
also  298)  because  it  is  there  inmiediately  followed  by  the 
statement  that  "  rates  of  wages  [are]  not  affected  by  immigra- 
tion." If  the  author  will  refuse  to  admit  that  essentially 
all  members  of  the  market  are  bidders,  is  he  not  at  least 
constrained  to  admit  that  the  recent  additions  to  the  nuirket 
are  the  active  competitors  ? 

It  is,  however,  when  the  author  turns  to  the  cotton-mills  — 
''  a  good  field  for  the  study  of  the  effects  of  immigration  " 
(p.  375),  since  68.7  per  cent  of  the  New  England  operatives 
are  foreign  —  that  his  conception  of  competition  is  most 
strikingly  illustrated.  There  elaboration  is  given  to  the 
theory  that  ''  it  is  this  competition  of  the  cheap  American 
labor  of  the  Southern  mills  that  keeps  down  the  wages  of  the 
Southern  and  Eastern  European,  Armenian,  and  Syrian 
immigrants  employed  in  the  cotton  mills  of  the  North" 
(p.  383).  In  the  South,  the  labor  is  of  the  native  white  of 
native  stock;  these  are  99  per  cent  of  the  operatives  of  North 
Carolina,  97  of  those  of  Georgia  and  Alabama.  To  meet 
this  competition,  Massachusetts  will  have  to  reduce  its  wages, 
employ  its  children,  and  so  on.  Authority  for  the  last 
statement  is  now  seven  years  old;  Massachusetts  has  con- 
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tinued  to  set  up  new  mills  and  its  hours  of  labor  have  con- 
tinued to  fall  I  That  the  immigrant  North  competes  with 
the  South  and  that  unskilled  laborers  of  one  occupation 
compete  with  those  of  another,  even  if  imperfectly,  Dr. 
Hourwich  fails  to  see. 

A  special  chapter  is  devoted  to  child  labor.  ''Child 
labor  has  a  depressing  effect  upon  the  rate  of  wages." 
Therefore  the  popular  mind  thinks  it  a  product  of  immigra- 
tion. Not  so,  it  is  older  (older,  in  fact,  than  the  author 
insists).  "  The  most  significant  fact  to  be  noted  ...  is 
the  large  proportion  of  children  employed  in  factories  in 
States  where  there  is  practically  no  immigrant  poptilation. 
Children  of  native-bom  American  parents  are  drawn  into 
the  mills  as  a  substitute  for  immigrant  labor"  (p.  319). 
Has  immigrant  labor  perhaps  the  same  ''  depressing  effect  " 
on  wages  as  child  labor,  its  substitute  in  some  places  ?  The 
author  does  not  ask  this  question.  He  goes  on  to  explain 
that  the  relatively  small  niunber  of  children  in  Northern 
cotton  mills  is  ''  due  "  to  the  restrictive  laws;  the  larger 
number  in  the  South  is,  however,  not  due  to  the  absence  of 
such  laws  there,  but  to  the  absence  of  immigration.  The 
same  absence  accounts  for  the  work  of  children  in  the  can- 
neries and  shoe  factories  of  Missouri  (p.  322).  In  Missouri 
"  native  American  women  and  children  .  .  .  underbid  the 
male  iiomigrants  employed  in  the  shoe  factories  of  Massa- 
chusetts "  (p.  324).  If  immigrants  were  not  working  in  New 
England,  the  South  and  the  West  wotild  not,  by  this  logic, 
have  to  resort  to  forms  of  cheap  labor  (woman  and  child) 
in  order  to  compete  successfully  with  New  England.  But 
this  inference  again  is  not  the  author's. 

It  has  been  pointed  out  that,  altho  Dr.  Hourwich's  method 
proves  —  if  it  proves  anything  —  that  immigration  raises 
wages,  he  yet  refrains  from  stating  such  a  result.  An  exposi- 
tion of  his  case  cannot  omit  an  accoimt  of  his  more  explicit 
theory  of  labor  prosperity.  Upon  its  soimdness  the  hue  of 
the  future  somewhat  depends.  "  The  prime  force,"  he  says, 
'*  which  has  made  industrial  expansion  so  rapid  in  recent 
times  has  been  the  general  introduction  of  labor-saving 
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machinery.  The  immediate  effect  of  the  introduction  of 
every  new  machine  has  been  the  displacement  of  the  trained 
mechanic  by  the  miskilled  laborer  "  (p.  309;  cf.  289,  23). 
Again,  ''  this  tendency  has  been  counteracted  in  the  United 
States  by  the  expansion  of  industry :  while  the  ratio  of  skilled 
mechanics  to  the  total  operating  force  was  decreasing,  the 
increasing  scale  of  operations  prevented  an  actual  reduction 
in  niunbers.  The  growing  demand  for  unskilled  labor  was 
supplied  by  inmiigration  **  (p.  289).  Without  this  supply 
''  a  reduction  of  the  wages  of  the  older  employees  "  would 
have  taken  place  (p.  309). 

Two  fundamental  objections  may  be  opposed  to  the  theory. 
One  turns  upon  the  character  of  inventions  themselves;  the 
other  upon  the  causes  of  inunigration.  Consider  the  former 
first.  Every  machine,  Dr.  Hourwich  says,  reduces  the 
amoimt  of  skilled  labor  required  and  caUs  for  the  unskilled. 
Yet  the  chapter  on  the  demand  for  labor  in  agriculture 
shows  that  in  this  industry  at  least  a  different  type  of  inven- 
tion is  in  question.  The  chapter  had  been  introduced  as  a 
protest  against  those  who  complain  that  inunigrants  do 
not  sufficiently  enter  agriculture.  Why  should  they  go, 
the  author  says,  smce  inventions  have  made  their  kind  of 
labor  imnecessary?  The  enormous  increase  in  output  is 
secured  by  a  few  skilled  machine-managers  and  by  an  actual, 
not  merely  relative,  decline  in  unskilled  laborers.  Dr. 
Hourwich's  reasoning  implies  that  there  is  something  in  the 
nature  of  things  that  makes  non-existent  in  manufacturing 
and  elsewhere  the  kind  of  invention  that  in  agriculture  has 
added  to  our  advantages  in  resources  a  primacy  in  technique. 
He  does  not  seek  to  explain  why  the  situation  must  be  dif- 
ferent in  manufactures ;  and  examples  are  easily  cited  to  show 
that  an  explanation  is  impossible.  The  invention  of  the 
linotype  called  for  labor  difficult  mentally  and  physically; 
new  operators  generally  reach  the  customary  output  only 
after  years  of  practice.  So  greatly  did  the  linotype  cheapen 
printing  that  increased  demand  for  the  product  made  it 
unnecessary  to  discharge  the  old  hand  workers.  The 
phenomenon  has  many  parallels.     The  typewriter  replaces 
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a  lower  grade  of  skill  by  a  higher.  The  roller  process  in 
flour  milling  has  not  lessened  the  need  for  skill.  The  suc- 
cessive EngUsh  mule  spinning  inventions  call  for  at  least 
as  much  skill  as  before.^  The  warp-tying  machine  operated 
by  one  fairly  skilled  man  replaces  girls.  The  driver  of  teams 
yields  before  the  locomotive  engineer,  the  auto-truck  chauf- 
feur and  others;  unskilled  labor  is  displaced  by  skilled.  The 
new  Mallet  engine  calls  for  a  heightened  d^^ee  of  skill. 
"  These  powerful  engines  have  a  tractive  force  nearly  double 
that  of  an  ordinary  locomotive.  The  economy  in  their 
use  is  mainly  in  the  item  of  labor;  their  ability  to  haul 
greater  tonnage  means  a  smaller  number  of  trains  and 
consequently  fewer  train  crews."  *  The  old  cobbler  was  not 
superior  to  the  worker  in  the  modem  shoe  industry.  The 
pegging  machine  of  1851  gave  a  larger  output  for  the  same 
skill.  Of  late  a  new  labor-saving  device  has  found  extended 
application:  ''  scientific  management."  It  demands  special 
training  and  skill  of  every  worker. 

Far  from  being  regarded  as  exceptional,  facts  of  this  kind 
should  compel  a  restatement  of  the  theory  of  invention. 
It  is  by  various  channels  that  greater  cheapness  is  sought. 
The  inventor  is  just  as  genuinely  saving  labor  when,  by  a 
machine,  he  makes  one  unskilled  man  do  what  ten  did  before, 
as  when  he  makes  one  skilled  man,  or  one  skilled  plus  four 
unskilled,  do  what  ten  skilled  did  before.  For  years  inven- 
tors have  sought  to  replace  unskilled  hands  in  cotton  picking. 
In  truck  farming,  inventions  have  been  lacking;  here  the 
lightly  skilled  immigrant  still  finds  agriculture  open  to  him. 
The  American  steam  plow  antedated  immigration;  likewise 
the  cultivator,  which  enabled  one  horse  and  man  to  do  the 
work  of  thirty  hand-hoers.  Reapers,  threshing  machines, 
and  others  similarly  involved  no  dependence  on  immigrant 
labor. 

A  second  criticism  of  Dr.  Hourwich's  theory  turns  on  the 
relation  of  invention  to  the  circumstances  of  immigration. 

>  TImm  have  not  been  introduced  in  the  United  States;  our  manufaeturen  have 
instead  depended  on  a  supply  of  cheap  immicrant  labor. 

I  W.  J.  Cunningham,  in  this  Journal,  February,  1913,  p.  279. 
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In  a  newly  colonized  country  the  character  of  the  productive 
process  perforce  depends  much  on  the  industrial  capacities 
of  the  colonists.  The  continuance  of  a  stream  of  inmiigra^ 
tion  invites  the  continued  utilization  of  the  new  supply 
whenever  possible.  That  the  labor  is  unskilled  is  no  barrier. 
Because  it  is  abundant  and  cheap  the  true  captain  of  industry 
will  seek  to  utilize  it  as  generally  as  possible.  Consider 
analogies  in  the  exploitation  of  material  resources.  Our 
mining  engineers  and  metallurgists  have  long  ceased  to  attend 
to  fine  ores  only.  By  si>ecial  processes  involving  large  scale 
operations  they  supply  today  great  quantities  of  gold  and 
copper  from  low  grade  ores.  Wherever  large  quantities  of  an 
unutilized  natural  resource  are  available,  the  entrepreneur 
is  stimulated  to  devise  a  way  of  utilization.  What  a  history 
might  be  written  of  the  utilization  of  bye-products!  The 
economies  to  be  secured  by  invention,  like  those  in  manage- 
ment, are  not  merely  economies  in  the  quality  of  labor. 

A  thousand  and  one  reasons  have  always  induced  immi- 
grants to  come  to  the  country.  The  stream  from  Southern 
and  Eastern  Europe  has  gone  on,  largely  for  the  causes  that 
Dr.  Hourwich  explains  as  no  longer  operative  in  North  and 
West  Europe.  In  America,  abundance  and  accessibility  of 
natural  resources  have  been  the  fundamental  attraction; 
other  attractions  have  been  derivative.  For  American 
employers  unskilled  inmiigrants  became  one  of  the  resources 
of  production,  to  be  exploited  like  natural  resources.^ 

1  The  histoiy  of  the  cotton  industry  admirably  iUufltrates  this  theds.  (The  dtationfl 
which  follow  are  from  Dr.  M.  T.  Copeland's  The  Cotton  Manufacturing  Induetry  in 
the  United  States,  Cambridge,  Harvard  University  Press,  1913.)  *'  The  Am«riean 
cotton  manufacturers  early  began  to  develop  machines  especially  suited  to  the  pre- 
vailing industrial  conditions  "  (p.  8).  "  It  was  necessary  to  adopt  machinery  which 
did  not  require  a  great  amount  of  skill,  since,  as  Mr.  Batchdder  phrased  it, '  the  greater 
part  of  those  at  work  in  the  mills  were  only  a  succession  of  learners,  who  left  the  businesa 
as  soon  as  they  began  to  acquire  some  skill  and  experience.'  .  .  .  The  introduction  of 
immigrant  labor  took  place  with  less  friction  than  would  have  been  possible  had  there 
been  a  fixed  operative  class,  and  the  technical  improvements  were  likewise  favorable 
to  the  utilisation  of  the  unskilled  foreigner.  .  .  .  The  exact  date  when  the  employ- 
ment of  immigrants  in  our  cotton  mills  began  is  uncertain,  but  it  was  before  1830. .  • . 
The  stream  of  immigrants,  however,  which  became  large  in  volume  after  1845,  toned 
at  once  to  the  cotton  mills  "  (Ibid.,  p.  13).  "  During  the  last  fifty  years  the  most 
available  supply  of  labor  has  been  that  furnished  by  the  foreign  immigrants.  Those 
machines  which  required  little  skill  .  .  .  made  possible  the  utilisation  of  labor  of  that 
class  '*  (p.  M.  Dr.  Copeland  describes  fully  the  machines  which  were  devised.).  Again: 
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In  sum,  Dr.  Hourwich's  theory  of  the  prosperity  of  labor 
is  inacceptable  on  two  grounds.  First,  inventions  do  not 
necessarily  bring  a  degradation  of  the  quality  of  labor;  and 
therefore  it  is  not  true  that  the  wages  of  Americans  can  be 
maintained  only  if  industry  expands  through  the  addition 
of  a  supply  of  unskilled  labor.  Second,  the  immigration 
movement  takes  place  because  of  a  general  difference  of 
economic  level  in  two  coimtries;  to  the  supply  of  unskilled 
labor  thus  made  available  American  industries  adapt  them- 
selves. 

It  is  a  common  fallacy  of  which  Dr.  Hourwich  is  guilty 
when  he  confers  a  quality  of  absoluteness  upon  the  condition 
called  "  a  demand  for  labor."  When  a  period  of  depression 
is  ended,  when  industry  revives,  and  the  imemployed  resume 
their  places,  there  comes  a  moment  when  the  country  asks 
for  more  laborers,  immigrant  laborers.  How  many  more  ? 
Profits  are  alluring.  A  great  many,  —  at  current  wages. 
Not  so  many,  at  somewhat  higher  wages.  Very  few,  if  the 
price  is  to  be  very  high.  Of  course  resident  workers  must 
receive  the  same  rate  as  newcomers.  At  such  a  moment, 
if  no  foreigners  were  to  come,  would  prosperity  die  at  birth  ? 
Dr.  Hourwich  would  hardly  insist  that  it  depends  only,  per- 
haps even  mmnly,  on  new  immigrant  arrivals;  countries 
without  inunigration  have  returns  of  good  times.  With 
employers  competing  more  eagerly  to  get  workmen,  with 
the  better  employers  ready  to  pay  appreciably  higher  wages 
than  before,  with  resident  laborers  not  subject  to  fresh 

"  In  Great  Britain  a  daM  of  skiUed  cotton  mill  operatives,  almost  a  hereditary  class, 
provides  an  adequate  supply  of  skilled  male  spinners."  English  immigrants  into  the 
United  States  "  could  not  supply  the  entire  demand  for  spinners,  or  even  a  considerable 
part  of  it.  The  ring>frame,  unlike  the  mule,  required  little  experience  or  skOl.  Con- 
sequently the  wives  and  children  of  the  French  Canadian,  the  Irishman,  the  Pole,  and 
the  other  foreigners  that  we  find  in  the  mill  today,  could  be  employed  as  ring  spinners. 
Here,  as  in  nuuay  other  American  industries,  the  possibility  of  emplosring  the  unskilled 
immigrants  and  the  adaptatk>n  of  machineiy  to  that  end  has  been  an  important  factor 
In  promoting  the  success  of  manufacturing  *'  (Ibid.,  pp.  72,  73). 

American  leaders  in  industry  have  appreciated  that,  with  the  relative  scarcity  of 
skilled  labor  and  abundance  of  unskilled,  success  in  competition  with  foreign  industry 
must  come  by  dependence  on  unskilled  labor.  One  chief  reason  why  the  cotton  knit- 
ting machine,  invented  in  England  in  1864,  which  required  at  least  as  much  skill  as 
the  hand-frame,  was  not  introduced  into  the  United  States  was  that  American  manu- 
facturers had  to  deal  with  unskilled  labor.  (Memorandum  for  the  present  writer  by 
Dr.  Copeland.) 
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competition  from  abroad,  the  time  is  ripe  for  a  real  increase 
in  wages.  Since  chiefly  unskilled  laborers  come  by  immi- 
gration, a  check  upon  inmiigration  would  mainly  prompt 
the  increase  of  wages  of  such  laborers.^  Then,  if  our  argu- 
ment is  acceptable  that  inventors  do  sometimes  seek  to  re- 
place imskilled  labor  by  machinery,  and  if  Dr.  Hourwich's 
argument  is  not  acceptable  that  every  invention  only  in- 
creases the  demand  for  unskilled  laborers,  it  might  actually 
happen  that  machines  which  it  is  not  profitable  now  to  intro- 
duce (given  cheap  labor)  would  become  profitable,  and  new 
ones  besides  be  devised  (the  alternative  of  cheap  labor  being 
abolished).  Time  and  again  restrictions  placed  upon  that 
"  substitute  for  immigration,"  child  labor,  have  resulted 
in  new  machinery;  so  with  other  labor  l^islation.'  It  is 
no  chimera  that  a  restriction  upon  the  inunigration  of  un- 
skilled laborers  would  have  like  effects.  The  introduction 
of  machinery  would  be  at  a  higher  wage  level. 

Unskilled  labor  tends  to  routine,  to  the  endless  repetition 
of  simple  operations.  Precisely  there  is  a  great  field  for 
invention;  the  plum  is  almost  ready  to  fall.  When  a  fore- 
man directs  the  uniform  labor  of  a  gang  of  ten  workmen, 
or  when  a  factory  worker  has  only  one  or  two  operations  to 
perform,  the  inventor  faces  a  clearly  demarcated  task. 
Machines,  to  be  sure,  have  a  price,  both  in  their  invention 
and  their  making;  and  the  price  will  not  be  paid  so  long  as 
unskilled  labor  is  cheaper.  Dr.  Hourwich  himself  helps  us 
to  illustrate  this  point  (tho  his  words  have  a  different  pur- 
pose) :  "  Statistics  show  that  machine  mining  has  made 
great  progress  in  States  with  a  small  percentage  of  Southern 
and  Eastern  European  coal  miners  and  has  been  lagging 
behind  in  States  with  a  large  percentage  of  Southern  and 
Eastern   European   coal  miners.  .  •  .     Pennsylvania  had 

i  In  Australia  wagM  of  unskilled  workmen  approach  nearer  those  of  the  skiDad. 
**  The  difference  in  the  wage  of  skilled  and  unskilled  workers  is  much  greater  in  our  own 
country  [United  States],  where  the  common  laborer  is  usually  either  a  negro  or  a  for- 
eigner." v.  D.  Clark.  Labor  Movement  in  Australasia,  p.  61.  Cf.  also  Taussig, 
Principles  of  Economics,  vol.  ii,  p.  138. 

«  Cf.  for  examples,  Mrs.  Webb,  The  Case  for  the  Factory  Acts.  London,  1902, 
pp.  00  ff. 
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four  times  as  many  Slavs,  Italians,  etc.,  working  in  coal 
mines  as  Ohio,  yet  machine  mining  was  less  advanced  in 
Pennsylvania  than  in  Ohio  "  (p.  428).^ 

Dr.  Hourwich's  predilection  for  statistics  prevents  him 
from  even  stud3ang  such  an  argument  as  the  above.  In 
his  chapter  on  the  Probable  Effects  of  a  Restriction  of 
Immigration,  he  says,  ''  It  is  needless,  however,  to  indulge 
in  abstract  speculation  on  the  possible  effects  of  a  reduced 
supply  of  unskilled  immigrant  labor,  when  such  a  condition 
actually  exists  in  the  United  States  throughout  the  agricul- 
tural sections  "  (p.  491).  In  1900  Southern  and  Eastern 
European  male  fann  laborers  numbered  only  37,401.  In 
the  previous  decade  immigrant  farm  labor  had  even  de- 
creased. Native  farm  labor  entered  the  cities.  Wages  are 
lower  than  in  mines  and  mills.  "  Scarcity  of  labor  has  not 
forced  the  farmer  to  pay  scarcity  wages,  but  has  merely 
retarded  the  growth  of  farming.  In  many  places  the  area 
under  cultivation  has  actually  decreased''  (p.  492).  No 
further  proof  is  attempted;  yet,  much  earlier  in  the  book, 
the  astounding  development  of  farm  efficiency  had  been 
described. 

Dr.  Hourwich  himself  speculates  about  the  effects  of  restric- 
tion of  immigration.  Farmers  might  work  in  the  mines  in 
winter,  but  that  would  weaken  the  unions  and  keep  down 
wages  (p.  493).  The  New  England  cotton  industry  would 
go  South;  the  shoe  industry  West,  to  rural  Missouri,  with 
its  female  and  child  labor.  Rather  than  pay  higher  wages 
to  men,  American  capitalists  would  open  mines  and  railways 
in  Mexico,  Mesopotamia,  Manchuria,  and  Siberia.  There 
are  already  abandoned  silver  mines  in  the  United  States. 
Our  export  trade  would  have  to  decline  (pp.  492-495).  All 
this  assiunes,  among  other  things,  that  the  supply  of  American 
capital  is  great,  that  American  natural  resources  are  poor 
or  are  inaccessible,  and  that  labor  for  which  an  employer 
will  pay  only  S1.25  a  day  is  more  precious  to  him  than  labor 

>  "  If  tbt  introdueUon  of  mMhinery  wen  stimuUted  by  immigration,  it  might  be 
tspeeted  th«t  the  percentage  of  machine-fflined  coel  in  Penneylvania  would  be  twice 
M  high  at  in  West  Virginia  "  (p.  430).  Apparently  foreign  miners,  if  called  upon  to 
mine  only  a  part  of  the  oountiy's  coal,  ooet  lees  than  the  machine  that  hae  been  derieed. 
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for  which  he  pays  $3.  Indeed,  skilled  labor  would  be  un- 
employed (p.  489).  In  the  last  paragraph  of  the  book  occurs 
a  very  concrete  argument,  cited  here  because  of  the  faith 
it  implies  in  the  kind  of  induction  typical  of  the  book.  From 
December,  1907,  to  August,  1908,  emigration  exceeded 
immigration  by  124,124.  This  was  ''tantamoimt  to  a 
prohibition  of  immigration,  yet  Professor  Fairchild  finds 
that  it  had '  a  very  trifling  palliative  effect.'  This  admission 
.  .  .  permits  of  but  one  logical  conclusion,  viz.,  that  even 
complete  prohibition  of  immigration  would  have  but  an 
'infinitesimal'  effect  upon  unemployment  and  other  prob- 
lems of  vital  interest  to  '  the  total  mass  of  the  American 
working  people.'  Mere  restrictive  legislation  could  a 
fcrtiori  produce  no  remedial  effect"  (pp.  498-499).  But 
then  also  the  dire  consequences  predict^  from  a  cessation 
of  immigration  might  not  appear. 

It  is  Dr.  Hourwich's  method  of  study  that  interests  us. 
He  proceeds  inductively;  and  our  generation  freely  extols 
the  virtues  of  inductive  thinking.  We  recall  the  absurdities 
to  which  deductive  abstractions  have  led  men,  especially 
in  the  social  sciences;  we  see  also  the  triumphs  of  the  patient 
study  of  '^  facts,"  especially  in  the  physical  sciences.  But 
the  two  realms  are  unequally  responsive.  In  the  physical 
sciences  induction  may  advantageously  take  the  form  of 
isolation  and  experiment.  In  the  social  sciences  experiment 
is  rarely  feasible;  induction  proceeds  often  by  statistical 
eniuneration,  which  is  only  descriptive,  not  interpretative, 
therefore  a  mere  beginning.  Even  in  the  physical  sciences 
experiment  is  preceded  by  hypothesis  and  followed  by  inter- 
pretation.    "  Facts  "  are  everjrwhere  colorless. 

Tho  this  review  has  found  the  present  ventiu-e  in  induction 
naive  and  pointless,  not  all  future  ventiu'es  need  be  so.  For  a 
long  time  certainly  we  must  go  heavily  armed  with  hypoth- 
eses. We  seek  the  factors  that  determine  the  net  result 
that  statistics  reveal.  Wherever  wages  change  we  must 
note  what  else  characteristically  changes.  Or  —  beginning 
at  the  other  end  ^- we  must  observe  what  new  resultant 
follows  the  new  force,  when  ''  other  things  "  so  far  as  we  can 
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see,  are  ''  equal."  Out  of  many  instances  may  come  reason- 
able confirmation  or  refutation  of  our  hypotheses.  And 
the  hypotheses  themselves?  They  rest  partly  on  our 
knowledge  of  physical  properties;  and  partly  on  self-examina- 
tion for  an  appreciation  of  impulse,  since  the  qualities  of 
man  are  not  second  in  importance  to  the  materials  with 
which  he  works  in  production;  and  ultimately  our  hjrpoth- 
eses  depend  upon  epistemology  and  logic.  For  today, 
guarded  deductive  reasoning  about  wages  is  indispensable, 
and  often  by  appropriate  tests  is  found  valid. 

Robert  F.  Foebsteiu 
Habyabd  UNiysBsrrr. 
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Six  years  ago,  in  a  review  of  the  iBf th  edition  of  Marshall's 
Principles  of  Economica,^  Professor  Pigou  said:  *'  The  conc^H 
tion  of  the  National  Dividend  is  not  an  academic  toy,  but 
a  practical  instrument  of  great  power  desigpied  for  service  in 
the  concrete  solution  of  social  problems."  This  statement 
accurately  defines  the  purpose,  scope,  and  method  of  Profes- 
sor Pigou's  new  book.'  Its  spirit,  like  that  of  Marshall's 
great  treatise,  is  one  of  sane  conservatism,  tempered  by  an 
attitude  of  open-minded  receptivity  toward  such  new  pro- 
posals as  seem  to  stand  the  test  of  careful  analysis.  Yet 
the  boldness  of  Professor  Pigou's  theoretical  anal3rsis  and  the 
fact  that  the  practical  problems  he  discusses  are  suggested, 
for  the  most  part,  by  very  recent  proposals  for  social  reform 
give  to  his  book  a  distinctly  fresh  and  unconventional  flavor. 

The  book  will  find  an  audience  more  limited,  I  fear,  than  it 
deserves  on  its  merits.  No  one  not  thoroly  familiar  with 
the  concepts  and  technical  apparatus  of  Marshall's  Prin- 
ciples will  be  able  to  read  it  intelligently.  Moreover,  al- 
tho  Professor  Pigou  writes  in  a  simple  and  straightforward 
fashion,  he  possesses  neither  an  especially  attractive  style  nor 
any  marked  skill  in  exposition.  The  argumait  is  well  ordered, 
but  the  whole  discussion  is  closely  knit  and  the  subject 
matter  full  of  inherent  difficulties.*    Mathematical  formulae 

1  Eoonomio  Journal,  Deo.,  1907*  vol.  zvli,  p,  582. 

*  Wealth  and  Welfare,  by  A.  C.  Fifoo,  M.A.  London:  MawmiHan  and  Gonpaayt 
1012.     pp.  sad.  493. 

*  Profeeaor  Pigou  rightly  obeervee  (p.  487):  *'  It  ia  a  popular  deiuaion,  thai,  wlula 
eeonomie  aeienoe  itaelf  ia  a  difficult  aubjeet,  the  diaeuaaion  of  praetieal  problema,  in 
whioh  eooDomic  foroea  play  an  important  part,  can  aafely  be  undertaken  withoat 
apecial  preparation.  There  ia  no  warrant  for  thia  view.  The  atudy  of  eeoaoatde 
theory  ia,  indeed,  difficult;  but  the  application  of  the  knowiedge,  which  thnt  atudy 
wina,  to  the  guidance  of  practical  affaire,  ia  an  even  heavier  taak  ;  for  it  needa,  not 
only  a  full  underrtanding  of  the  theory,  but  alio  the  trained  Judgment  that  can  balance 
againat  one  another  a  large  number  of  qualifying  conaiderationa.  Thia  would  be  the 
caae,  even  if  human  life  were  auch  that  economic  welfare  and  welfaia  in  gMMial  wen 
coincident  terma.*' 
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are  used  sparingly  (tho  skilfully)  and  are  relegated  to  the 
footnotes. 

In  the  formal  discussion  of  his  premises  the  author  posits 
a  sophisticated  sort  of  utilitarianism^  in  which  welfare  is 
held  "  to  include  states  of  consciousness  only/'  and  economic 
welfare  appears  as  the  ''psychic  return  of  satisfaction/' 
Grounds  of  dissent  from  both  the  psychological  and  the  ethi- 
cal implications  of  these  theses  suggest  themselves,  but  are 
not  wortii  stating:  first,  because  Professor  Pigou  hedges  his 
doctrines  about  with  so  many  safeguards  that  the  really 
vulnerable  points  are,  at  most,  few;  and,  secondly,  because 
these  debatable  points  play  but  a  small  rfile  in  the  general 
argument  and  conclusions  of  the  book.  In  fact,  save  for  a 
carefully  guarded  statement  of  the  familiar  doctrine  that  a 
transference  of  shares  in  the  dividend  from  the  rich  to  the  poor 
will,  ceteris  paribus,  increase  the  sum  total  of  satisfactions,  he 
deals  only  incidentally  with  the  subjective  aspects  of  wealth. 
The  difficult  questions  connected  with  the  meaning,  varia- 
tions, and  practical  significance  of  consumers'  and  producers' 
surpluses  are  for  the  most  part  disregarded,  altho  these  are 
questions  which  Professor  Pigou  has  shown  himself  peculiarly 
competent  to  discuss. 

The  chief  task  which  Professor  Pigou  sets  himself  is  the 
discussion  of  the  effects  of  different  forces  upon  the  magnitude 
and  stability  of  the  national  dividend,  —  which  is  conceived 
(after  Marshall)  as  identical  with  the  net  annual  product  of 
such  commodities  and  services  as  are  measiu^able  in  terms  of 
money  value.*  Even  with  so  concrete  a  concept  Professor 
Pigou  cannot  entirely  escape  the  old  familiar  dilemma  that 
confronts  the  utilitarian  when  ''  greatest  good  "  and  ''  great- 
est nimiber  "  seem  to  point  in  opposite  directions.    For  ex- 

^  PrafeMor  Fisher's  oonospt  of  a  diridend  oooaistinc  only  of  suoh  senrioss  of  fooda 
(and  penons)  as  enter  diieetly  into  consumption  witliin  the  year  is  appreoiatiTely 
dismissed,  but  dismissed  as  unmanafleable  for  the  purpose  in  hand.  In  the  opinion 
of  the  reviewer,  when  questioiis  relating  to  the  macnitude  and  effects  of  sanfi^e  are 
involyed,  much  is  to  be  gained  by  distinguishing  the  '*  annual  dividend  "  (eonoeiyed 
as  the  vahiable  goods  and  services  coming  into  the  possession  of  ultimate  consumers 
within  the  year)  from  the  *'  annual  product,"  which  includes  Gn  addition  to  direct 
personal  services)  the  results  of  all  that  is  done  within  the  year  in  forwarding  goods, 
dirsotly  and  indirectly,  toward  completion. 
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ample,  after  showing  clearly  that  an  increase  in  the  supply 
of  the  factors  of  production,  other  than  labor,  is  likdy  to 
increase  both  the  national  dividend  and  the  aggr^^te  real 
earnings  of  labor,  he  examines  the  effect  of  an  increase  in  the 
supply  of  labor  itself  and  concludes  ^  that,  since  the  dastio- 
ity  of  the  demand  for  labor  is  high,  and  since  an  increase 
in  the  population  (of  Elngland)  would  affect  the  price  of  im- 
ported food  supplies  but  slightly,  ''  the  diminution  of  real 
wages  per  head  would  be  very  small; ''  and  that,  conse- 
quently, "  it  seems  reasonable  to  conclude  that  an  increase 
in  the  absolute  share  of  labor,  even  when  it  results  from  an 
increase  in  the  number  of  the  population,  carries  with  it  an 
increase  in  the  economic  welfare  of  working  people."  Surely 
this  is  enough  to  show  the  need  of  a  more  clear  cut  conception 
of  what  "  economic  welfare  "  really  is. 

In  general  Professor  Pigou's  treatment  of  the  population 
problem  is  the  most  unsatisfactory  feature  of  his  work.  It 
seems  less  thoro  and  candid  than  the  other  parts  of  his 
analysis.  There  is,  it  is  true,  an  admirable  chapter  on 
"  The  National  Dividend  and  the  Quality  of  the  People/' 
dealing  with  the  claim  of  some  of  the  apostles  of  Eugenics 
that  economic  inquiries,  concerned  as  they  are  in  the  main 
with  environment  rather  than  heredity,  are  relatively  un- 
important. I  know  of  nothing  on  this  topic  more  incisive 
than  this  chapter,  with  its  summary  statement:  "  Environ- 
ments, as  well  as  people,  have  children."  But  the  funda- 
mental questions  relating  to  the  quantity  of  the  labcNring 
population  Professor  Pigou,  it  may  fairly  be  sud,  n^ects 
or  evades.  The  economic  tendencies  with  which  he  deals 
are  '' long-time"  tendencies,  but  nevertheless  distinctiy 
limited  either  in  duration  or  scope.  He  postulates  (implicitiy) 
mobility  of  capital,  of  employing  power,  and  of  "  uncertainty 
bearing"  (save  where  monopoly  prevents),  and  takes  account 
of  such  movement  of  labor  as  its  degree  of  mobility  permits 
from  industry  to  industry,  from  locality  to  locality,  and  even, 
in  some  slight  degree  (fitting  English  condition),  from  one 
country  to  another.     But  the  effect  of  large  population 

>  P.M. 
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movements  either  in  place  or  in  time,  such  as  are  shown  in 
American  and  Australian  immigration  or  were  postulated 
as  the  basis  of  the  Ricardian  theories  relative  to  "  long-time '' 
tendencies  are  comparatively  n^lected.  It  is  doubtless  true 
that,  as  Professor  Pigou  argues,^  an  increase  in  the  dividend, 
not  itself  caused  by  an  increase  in  the  supply  of  labor,  will 
not  be  erdirdy  absorbed  by  an  increase  of  population.'  But, 
in  relation  to  some  of  the  economic  proposals  discussed  in 
the  book,  such  as  the  establishment  of  a  national  minimum 
(conceived  as  a  minimum  standard  of  living  conditions)  the 
population  question  remains  of  fundamental  importance. 
The  general  run  of  the  introductory  part  of  Professor 
Pigou's  carefully  articulated  argument  is  to  the  effect  (1) 
that  whatever  increases  ''  economic  welfare  "  will  in  general 
increase  "total  welfare,"  (2)  that  whatever  increases  the 
magnitude  of  the  national  dividend,  or  decreases  its  vari- 
ability, or  increases  the  absolute  share  of  the  relatively 
poor,  is  likely  to  augment  economic  welfare.  Despite  his 
attempt  to  confine  his  own  analysis  to  ''  economic  welfare," 
which,  it  will  be  remembered,  is  defined  in  terms  of  subjec- 
tive "satisfactions,"  Professor  Pigou,  Uke  every  other 
sensible  person  who  has  dealt  with  the  subject,  is  forced  to 
take  some  account  of  the  obvious  fact  that  some  of  the  "  sat- 
isfactions "  people  want  are  injurious  to  themselves  or  to 
others.'  His  device  for  maintaining  logical  consistency  is 
that  adopted  by  Dr.  Marshall  and  others:  some  expendi- 
tiu'es  diminish  the  sum  total  of  satisfactions  by  adversely 
affecting  the  physical  health  and  vigor  of  the  people  and 
thereby  diminishing  the  future  national  dividend.     Simi- 

>  Pp.  2S-a2. 

I  ProfeMor  Pigou  poanbly  siTes  too  much  weight  to  Bnntano's  oondurions  nl«- 
tire  to  the  effect  of  the  increaaed  prosperity  of  any  social  daas  in  diminishing  the 
birth-rate.  This  matter  has  been  carefully  surveyed  by  K.  Oldenberg  in  the  Arohlr 
fOr  Sosialwissenschaft  und  Soaialpolitik.  vol.  zzxii,  pp.  319-^7;  xzxiii,  401-490.  See 
also  the  oontfoversy  between  Oldenberg  and  Mombert  in  the  same  Journal,  vol.  zzziv, 
pp.  794-707.  After  all,  however,  the  problem  centers  around  the  net  increase  of  the 
population  rather  than  the  birth-fate.  Ota  this  point  the  general  experience  of  the 
last  century  (in  England,  as  well  as  elsewhere)  has  been  so  explicit  that  Professor 
PIgou's  f aflure  to  deal  seriously  with  the  problem  is  hard  to  defend.  Cf .  Ely,  Outlines 
of  Economics,  rev.  ed.,  pp.  873-870. 

*  See,  for  example,  pp.  188, 165. 
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larly,  public  expenditures  for  education,  sanitationy  and  the 
like,  are  justified  as  tending  to  increase  the  national  dividend 
and  (indirectly)  the  sum  total  of  satisfactions.  All  this  is 
along  familiar  lines,  and  I  would  not  mention  it  here,  if  it 
were  not  that,  in  my  opinion,  complete  logical  consistency 
demands  either  a  thoro  and  consistent  recognition  of  the 
varied  relations  of  present  "  satisfactions  "  of  all  kinds  to 
efficiency  in  future  production,  or,  better,  an  abandonment 
of  the ''  satisfactions  "  conception  of  economic  welfare.  But 
Professor  Pigou,  as  I  have  already  said,  deals  mainly  with  a 
national  dividend  of  concrete  goods  and  services,  and  no 
one,  whatever  his  philosophy  of  economic  welfare,  can  ques- 
tion the  fundamental  importance  of  such  a  study. 

Professor  Pigou  discusses  two  general  classes  of  concrete 
problems:  first,  the  conditions  of  business  organisation  and 
control  under  which  the  dividend  is  a  maximum;  second, 
the  way  in  which  the  dividend  and,  consequently,  real  in- 
comes are  aflfected  by  attempts  to  improve  its  distribution. 

In  the  first  of  these  two  general  studies  Professor  Pigou 
introduces  a  new  and  powerful  instrument  of  economic 
analysis,  the  curve  of  marginal  supply  prices,^  which  might 
with  equal  accuracy  and  greater  simplicity  be  called  the 
curve  of  aggregate  expenses.  His  own  account  of  this 
curve  is,  I  think,  so  abstract  and  general  as  to  suggest  im- 
aginary difficulties  to  the  reader.  I  shall  venture,  therefore, 
to  describe  what  I  take  to  be  the  principles  involved  in 
somewhat  simpler  terms. 

The  facts  to  be  observed  are  those  connected  with  the 
increase  of  the  aggregate  expenses  of  an  industry  as  a  whole. 
These  must  be  distinguished  from  the  general  fact  of  the 
diminishing  productivity  of  the  particular  factors  of  pro- 
duction and  also  from  the  tendency  to  diminishing  (or  con- 
stant, or  increasing)  returns  per  imit  of  expense  as  the  sise 
of  the  individual  busmess  unit  mcreases.  Furthermore,  we 
do  not  have  m  mind  precisely  the  same  thing  as  when  we 

>  Abo  detoibed  fai  ProfeMor  PScoii*i  artiole  <»  "  ProdtMsn'  and  Cmwamen' 
Swpliw,"  Beonomio  Jounal,  toI.  n,  pp.  858-870. 
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speak  of  diminmhing  (or  constant,  or  increaong)  returns 
in  a  given  industry  as  a  whole  during  a  period  of  time; 
altho  the  basic  facts  involved  in  both  conceptions  are  in 
part  identical.  Take,  for  example,  an  industry  of  diminish- 
ing  returns,  say  wheat  growing.  By ''  diminishing  returns  " 
we  mean,  of  course,  to  imply  that  if  an  aggr^ate  annual 
product  of  X  imits  of  wheat  is  increased  to  an  annual  product 
of  X  +  A  a;  units,  more  capital  and  labor  per  unit  of  product 
must  be  *'  applied  to  the  land  "  to  produce  the  A  x  units 
than  were  required  to  produce  the  final  increments  of  the 
original  x  units. 

Now  the  fact  of  present  importance  is  that,  through  the 
rise  of  land  rent  (and  possibly,  also,  through  an  increased 
expense  per  unit  for  labor  and  capital,  caused  by  the  increased 
demand)  the  aggregate  expenses,  including  land  rent,  of  pro- 
ducing x  +  Ax  units  will  exceed  the  expenses  of  producing 
X  units  by  much  more  than  the  expenses  specifically  attrib- 
utable to  the  production  of  the  A  x  units.  The  curve  of 
aggregate  expenses,  or  of  '*  marginal  supply  prices,^'  as  Pro- 
fessor Pigou  prefers  to  call  it,  is  so  constructed  that  as 
successive  increments  of  product  are  measured  on  the  hori- 
zontal axis,  the  successive  ordinates  represent  the  amounts 
by  which  aggregate  expenses  are  increased.  Thus,  in  the 
accompanying  diagram,  the  area  inclosed  by  the  curve  (SSs), 
the  two  axes,  and  the  ordinate  at  any  point  M  represents  the 
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aggregate  expense  of  producing  OM  units  of  product.  For 
industries  of  Himinialiwg  returns  the  curve  has  a  positive 
slope,  which  is  greater  than  the  slope  of  Dr.  Marshall's 
"  particular  expenses  "  curve  or  that  of  the  ordinary  long 
period  competitive  supply  curve  as  used  to  represent  condi- 
tions of  diminishing  returns. 

In  similar  fashion  the  curve  of  aggr^ate  expenses  may  be 
used  to  describe  conditions  of  increasing  returns.  In  this 
case  the  aggregate  annual  expense  of  produdng  x  +  Ax  units 
exceeds  the  aggregate  annual  expense  of  producing  x  units 
by  less  than  the  amount  of  expense  that  can  be  specifically 
attributed  to  the  production  of  the  additional  Ax  units. 
I  imagine,  however,  that  cases  of  increasing  returns  in  this 
sense  (i.  e.,  diminishing  aggregate  expenses  per  unit  of  product 
as  production  increases)  must  be  rare,  if  not  altogether 
lacking,  in  competitive  industry,  unless  an  increase  in  the 
size  of  the  representative  establishment  be  taken  into 
account  as  a  natural  concomitant  of  increased  production 
in  the  industry  in  question.^  For  monopoly,  where  one 
undertaking  is  identical  with  the  ''  industry  at  laiige," 
the  curve  of  diminishing  aggregate  expenses  has  real  signifi- 
cance. 

Contrasted  with  the  curve  of  aggregate  expenses  is  the 
ordinary  long  period  supply  curve,  t.  e.,  the  curve  for  which 
the  ordinate  at  any  point  M  represents  the  price  which,  in 
the  long  run,  tends  to  maintain  an  annual  output  OM. 
Since,  under  competition,  the  receipts  in  a  given  industry 
tend  to  equal  the  total  expenses  ( including  the  rent  of  land 
and  payment  for  any  other  differential  advantages),  and 
since,  furthermore,  each  unit  of  a  given  product  must  be 
supposed  to  be  sold  at  the  same  price  as  any  other  unit,  it 
follows  that  the  total  receipts  for  OM  units  (represented  by 

>  Hm  eocmomies  of  Urge  Male  production  affeot  induatfy  «t  largs  (if  oompoUtif^) 
only  by  redudnc  the  e<penee  per  unit  in  individuel  eetahljehmente.  It  is  ecMtxIy 
logloal  to  tfoet  these  economies  in  the  seme  ■eneni  manner  as  the  inereasInK  expense 
of  agricultural  production,  which  arises  from  causes  eztenial  to  the  individual  under- 
taking. ProfesBor  Figoo  says  (p.  177):  "  Provided  that  certain  external  econoniss 
an  common  to  all  the  suppUeis  Jointly,  the  preeenee  of  increaang  returns  in  rsspect 
of  an  together  is  compatible  with  the  presence  of  diminishing  returns  in  lespect  of  the 
epedal  work  of  each  sererally.'*  I  cannot  imagine  '*  external  economies  "  adequate 
to  bring  about  this  result. 
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the  rectangle  OMPN  where  SSi  is  the  supply  curve)  must 
equal  the  amount  of  expenses  represented  by  the  area 
OMQS.^  That  is,  the  area  PRQ  is  equal  to  the  area  SRN. 
"  It  follows  that,  when  SSi  is  a  horizontal  line,  SSi  and  88% 
coincide:  when  SSi  is  inclined  positively,  SSi  lies  below  SSs: 
when  SSi  is  inclined  negatively,  SSi  lies  above  SSi.  Further- 
more, the  rapidity  with  which  SSi  and  88%  diverge  from  one 
another,  as  they  move  towards  the  right,  is  greater,  the 
sharper  is  the  inclination  of  SSi  in  either  a  positive  or  a 
n^ative  direction.  "* 

We  are  now  equipped  to  examine  the  use  to  which  Professor 
Pigou  puts  this  new  construction.  Here  we  may  advisably 
follow  his  own  exposition:  * 

Under  simple  competition  —  where  the  output  of  each  supplier  is 
BO  small  that  he  accepts,  and  does  not  attempt  to  modify,  the  price  of 
the  market  —  the  exchange  index  necessarily  stands  at  the  point  of 
intersection  <rf  the  demand  curve  with  the  supply  curve,  and  the 
output  is  such  as  to  correspond  with  this  position  of  the  index.  Hence, 
the  actual  output  tends  to  be  equal  to  the  ideal  output  when  the  supply 
curve  and  the  curve  d  marginal  supply  prices  coincide,  and  it  tends  to 
diverge  from  the  ideal  output  when  these  curves  diverge  from  one 
another.  This  implies  that  the  measure  in  which  the  actual  and  the 
ideal  output  of  any  industry  approximate  to  one  another  is  determined 
by  the  measure  in  which  the  supply  curve  and  the  curve  of  marginal 
supply  prices  approximate  towards  one  another. 

....  The  general  result  is  that,  in  industries  of  constant  returns, 
the  supply  price  and  the  marginal  supply  price  of  all  quantities  of 
output  are  equal;  in  industries  of  increasing  returns  the  supply  price 
is  greater  than  the  marginal  supply  price;  in  industries  of  diminiBhing 
returns  the  supply  price  is  less  than  the  marginal  supply  price.  This 
result  is,  of  coiirse,  equally  valid,  whether  the  supply  price  and  margi- 
nal supply  price  in  question  refer  to  an  operation  yielding  a  single 
product  or  to  one  yidding  several  products  jointly.  It  follows  that, 
other  things  being  equal,  in  industries  of  increasing  returns  the  marginal 
net  product  of  investment  tends  to  exceed,  and  in  industries  of  dimin- 
ishing returns  to  fall  short  of,  the  marginal  net  product  yielded  in 
industries  in  general.  Furthermore,  the  "error"  in  either  case  is 
greater,  the  more  sharply  diminishing  or  increasing  returns,  as  the 
case  may  be,  are  acting. 

1  In  lenenl,  f'/t («)  ds - «. /a  (x). 

•  P.  17B.  »  P|>.  174.  ITe,  177. 
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This  means,  of  course,  that  in  competitive  industries  of 
diminishing  returns  investment  tends  to  be  pushed  too  far, 
and  in  competitive  industries  of  increasing  returns,  not  far 
enough,  to  secure  that  equality  of  marginal  net  products 
which  makes  the  national  dividend  a  maximum.  These 
conclusions  lead  naturally  to  the  suggestion  that  the  equality 
of  marginal  net  products  might  be  increased  by  appropriate 
taxes  upon  industries  of  diminishing  returns,  coupled  with 
appropriate  bounties  upon  industries  of  increaang  returns. 

When  Professor  Pigou  passes  to  the  consideration  of 
monopoly  he  reaches  results  which  are  quite  as  interesting 
and  important.  The  simplest  case  is  that  of  a  monopoly 
which  has  complete  power  in  the  matter  of  price  discrimina- 
tions, i.  e.,  power  to  charge  a  different  price  for  each  successive 
unit  of  output,  so  as  to  le^ve  no  consmners'  surplus.  Refer- 
ring again  to  the  diagram,  it  is  clear  that  the  increase  of  total 
receipts  accompanying  increasing  output  will  be  represented^ 
by  the  increasing  total  area  included  between  the  curve  DD' 
and  the  axis  as  the  ordinate  at  M  is  moved  toward  the  right, 
while  the  increasing  total  expenses  of  production  will  be 
represented  by  the  area  between  the  curve  SSs  and  the  axis. 
It  is  evident  that  the  point  of  maximum  profits  will  be  fixed 
by  the  intersection  of  DD'  and  SSs;  so  that  the  marginal 
net  product  is  equal  to  "  the  marginal  net  product  of  resources 
invested  in  industries  in  general."  ''  In  cases  of  constant 
returns  the  result  is  exactiy  the  same  as  that  attained  under 
simple  competition,  but  in  cases  of  diminishing  and  of 
increasing  returns,  that  it  to  say,  in  the  generality  of  cases, 
it  is  both  different  and  socially  more  advantageous. ''^ 

In  fact,  of  course,  no  monopoly  possesses  this  complete 
power  of  discrimination.  Very  frequentiy  a  monopoly  must 
sell  its  product  at  a  uniform  price;  in  other  cases  it  may  be 
able  roughly  to  classify  its  customers  or  its  products  or 
services  into  a  number  of  grades,  chargmg  a  separate  price 
to  each  group  of  buyers.  It  might  natiu^y  be  inferred  that 
such  monopolies,  altho  falling  short  of  the  standard  of  per- 

t  Subjeet  to  iome  ^uABfioAtioni  whioh  do  not  affect  tbt  muH. 
•  P.a06. 
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f ection  set  by  the  hypothetical  monopoly  with  ideal  powers 
of  discriininati(»i,  would^  nevertheless,  be  apt  to  set  their 
marginal  investments  somewhat  nearer  the  socially  desirable 
point  of  equal  net  products  than  would  competitive  concerns 
in  industries  of  diminishing  or  increasing  returns.  But 
Professor  Pigou  shows,  in  a  careful  analysis,^  too  lengthy  to 
be  Bummarixed  here,  that  such  will  not,  in  general,  be  the 
case.*  Thus  competition  is  again  awarded  the  primacy, 
altho  it  emerges  with  a  less  perfect  score  than  in  former 
reckonings. 

I  now  pass  to  the  discussion  of  the  validity  of  some  of  the 
conclusions  just  outlined,  but  I  do  so  with  some  hesitancy, 
especially  in  view  of  the  fact  that  in  regard  to  certain  results 
which  I  find  difficulty  in  accepting,  Professor  Pigou's  own 
weighty  authority  is  reinforced  by  the  no  less  weighty  ap- 
proval of  Professor  Edgeworth.'  I  do  not,  of  course,  deny  the 
significance  of  the  "  curve  of  marginal  supply  prices."  Pro- 
fessor Pigou's  own  work  shows  it  to  be  a  powerful  aid  in  the 
analysis  of  the  tendencies  of  monopoly.  It  might  also  be  used 
advantageously,  I  imagine,  in  the  discussion  of  cert^  prob- 
lems relating  to  the  distrilndion  of  the  national  dividend, 
But  I  fail  to  see  that  its  use  is  appropriate  in  the  analysis  of 
the  extent  to  which  competition  tends  to  secure  the  maxi- 
mum national  dividend. 

A  possible  difficulty  (altho  a  minor  one)  is  attached  to  the 
meaning  of  the  "marginal  net  product  in  industries  in 
general,"  which  Professor  Pigou  postulates  as  the  standard  to 
which  the  marginal  product  of  particular  industries  should 
conform.    If  it  is  true  that  only  the  relatively  unimportant 

1  Pt.  II.  elm.  id,  itt. 

•  PMfeflsor  Pigou  makm  tax  important  applieatioii  of  this  ooofllurfon  In  Us  di»- 
eoHion  of  rmihray  nim  (in  Pt.  II,  oh.  ziii).  Tlie  important  aapeots  of  his  treatment 
of  this  question  have  been  ably  reviewed  by  Profeaaor  Tauedig  in  the  Quarteriy  Journal 
of  Eoonomiee.  May.  1913,  and  by  Pkofeaaor  Edaeworth  In  the  Boonomie  Journal, 
June,  1913,  and  will  not  be  diieuaeed  here.  With  referenoe  to  the  oontroTer^y  between 
PMfeaaor  Pigou  and  Profemor  Tauang,  I  may  eay,  however,  that  I  eee  no  inoonaisteney 
In  granting  both  Ptofeeeor  Tauiiig'e  contention  that  railway  ooeU  are  largely  joint 
eoste  and  Ptofeeeor  Pigou'e  contention  that  railway  rates  form  a  special  caie  of 
discriminating  monopoly  price.  tSee  also  Profeseor  Pigou's  note  In  the  preeent  issue 
of  this  Journal.  —  EdUor.] . 

Loe.  dt. 
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industries  of  constant  returns  tend  to  meet  this  standard, 
while  industries  of  increasing  returns  tend  to  exceed,  and  of 
diminmhing  returns  to  fall  short  of  it,  what  is  the  marginal 
net  product  of  industry  in  general?  It  might  possibly  be  con- 
cdved  as  a  geskerel  average  of  actual  net  products,  were  it 
not  that  industries  of  diminishing  returns  (in  the  sense  of 
increasing  aggregate  expenses  per  unit  of  product  in  the  in- 
dustry at  huge)  are  probaUy  much  more  important  than 
those  of  increasing  returns,  and  the  extent  of  deviation  from 
constant  returns  larger  in  the  case  of  diminishing  returns 
than  of  increaong  returns.  I  do  not  stress  this  objection, 
however,  for  the  existence  of  an  ideal  standard  is  easily  pos- 
rible,  even  if  the  marginal  products  of  actual  industries  do  not 
in  general  tend  to  approach  it. 

A  more  serious  difficulty  appears  when  we  inquire  as  to  the 
precise  content  of  the  "  resources  "  which  are  devoted  to  the 
work  of  production.  Is  equality  of  marginal  aggregate  ex- 
penses the  equality  which  we  have  in  mind  when  we  say  that 
the  maximum  product  will  be  achieved  when  marginal  net 
products  are  equal?  Does  Professor  Pigou  mean  by  the 
term  ''  resources ''  the  services  of  labor  and  capital  which  are 
used  up  in  production  or  does  he  refer  to  the  money  expenses 
of  entrepreneurs?  Examination  shows  that  his  use  of  the  tain 
is  not  altogether  consistent.  In  his  general  discussion  of  pro- 
duction and  distribution  ^  he  states  that  the  factors  of  pro- 
duction consist  of  the  services  actually  used  in  production.' 
Nor  is  there  any  indication  that  in  the  following  chapter,  in 
which  is  developed  the  proposition  that  '*  the  more  nearly 
equal  marginal  products  in  all  uses  are,  the  laiger  the  divi- 
dend is  likely  to  be,"  *  there  is  any  change  in  the  meaning 
attached  to  **  resources."   But  in  the  description  of  the  curve 

»  Pt.  n,  oh.  iL 

t  •*  For  our  purpoM  it  is  oonrenieiit  to  diyide  tlie  faeton  of  produotioD,  from 
whoM  Joint  opention  the  national  dividend  remits,  into  two  broad  grottps,  labor  and 
tbs  factors  other  than  labor,  or,  as  we  may  say  for  brevity*  non4al>or.  .  .  .  Labor 
embraoes  the  work  both  of  unskilled  easual  workpeople  and  of  numerous  softs  of 
skilled  artisans.  Non-labor  embraoes,  along  with  the  work  of  Nature,  the  work  of 
naany  kinds  of  mental  ability,  the  seryioe  of  waiting  and  the  serviee  of  i 
bearing"  (p.  79). 

•  P.  108. 
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of  marginal  supply  prices,^  altho  Professor  Pigou  continues 
to  speak  of  the  "  investment  of  resources/'  and  the  ''  net 
product  of  resources  "  it  is  clear  that  he  has  in  mind  merely 
the  aggregate  money  expenses  of  entrepreneurs. 

For  illustration,  take  again  the  example  of  industries  of 
diminishing  retiuns.  The  significance  of  the  curve  of  mar- 
ginal supply  prices  consists,  it  will  be  remembered,  in  the 
fact  that  the  expense  of  producing  x  +  A  x  units  exceeds  the 
expense  of  producing  x  units  by  more  than  the  amount  of  ex- 
penses specifically  incurred  in  producing  the  additional  A  x 
units.  This  excess  cost  is  due  to  the  fact  that  increased 
production  is  only  possible  at  an  increased  price  per  unit  for 
the  product,  which  makes  possible  and  necessary  an  increased 
annual  price  for  the  land  (and,  under  some  conditions,  for 
other  resources)  used  in  production.  This  is  not  a  case,  it  is 
important  to  note,  in  which  the  money  measure  of  a  given 
quantiun  of  resources  can,  in  order  to  simplify  the  analysis, 
be  supposed  a  constant.  Changes  in  the  prices  of  product  and 
of  resources  are  the  very  essence  of  the  situation.  Increased 
prices  for  the  use  of  land  and  the  other  factors  in  production 
do  not  represent  an  increased  U6ing  up  of  resources  in  the 
work  of  production.  They  merely  represent  transferences  of 
purchasmg  power.  The  resulting  changes  in  distribution 
may,  of  course,  indirectly  affect  production,  but  Professor 
Pigou's  discussion  of  the  curve  of  marginal  supply  prices  is 
not  concerned  with  these  indirect  effects. 

To  have  achieved  consistency  Professor  Pigou  should  have 
adhered  consistently  either  (1)  to  the  viewpoint  of  entre- 
preneurs' costs,  and  have  measured  product  as  well  as  re- 
sources in  terms  of  price,  or  (2)  to  a  more  distinctly  social 
point  of  view  and  have  measured  coHs,  as  well  as  product, 
in  terms  of  physical  units.'  In  either  case,  I  think,  he  would 
have  reached  a  result  more  in  harmony  with  the  traditional 
theory  relative  to  competition  and  the  maximum  product. 

I  Ft.  II,  oh.  vlii. 

*  Thus  ProfeMor  Pigou  might  weQ  lutve  adhered,  in  the  oMe  of  "  waHing,*'  to  hie 
own  formal  etatement  (p.  79,  note):  "  The  unit  of  waiting  ia  the  use  of  a  given  quantity 
of  reaonroea  for  a  given  time." 
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The  second  of  these  two  pomts  of  view  may  seem  to  be  the 
more  significant,  but  it  is  imi)06sible  to  adhere  to  it  without 
encountering  great  difficulties  in  the  analysis. 

When,  for  example,  one  takes  account,  as  Professor  Pigou 
does,  of  the  general  fact  of  diminishing  returns  in  an  industry 
at  large,  one  explicitly  or  implicitly  postulates  changes  in 
the  price  of  the  product,  and  as  soon  as  one  does  this  it  be- 
comes impossible  any  longer  to  view  the  national  dividend 
in  a  purely  (ph3rsically)  quantitative  aspect.  For  (neglect- 
ing consumers'  surplus)  we  have  to  admit  that  (on  Pro- 
fessor Pigou's  premises)  a  dollar's  worth  of  one  commodity 
is  as  important  to  society  as  a  dollar's  worth  of  another. 
Concretely:  when  measuring  the  effect  of  diminishing  re- 
turns in  agriculture  upon  the  national  dividend,  we  cannot 
assume  that  a  bushel  of  wheat  at  60  cents  is  as  large  a  part 
of  the  dividend  as  a  bushel  of  wheat  at  one  dollar. 

On  somewhat  different  grounds,  it  can  be  shown  that  it  is 
difficult  entirely  to  avoid  the  use  of  a  money  measure  for  the 
"  resources  "  devoted  to  the  work  of  production.  The  maxi- 
mimi  product  will  be  attained,  it  is  true,  when  the  values  of 
the  net  marginal  products  of  equal  quantities  of  comparable 
sorts  of  labor,  waiting  and  other  forms  of  productive  eneigy 
are  equal.  But  there  is  no  way  in  which  the  proper  appor- 
tioning of  the  different  kinds  of  resources  which  contribute 
to  production  can  be  discussed,  except  in  terms  of  a  money 
measiu'e.^  The  problem  as  a  whole,  it  seems  to  me,  is  one 
to  which  the  general  theory  of  the  diminishing  productivity 
of  individual  factors  in  production  is  appropriate,  rather  than 
the  curve  of  marginal  supply  prices. 

Wholly  admirable,  however,  is  Professor  Pigou's  discussion 
of  the  various  sorts  of  economic  friction  that  tend  to  prevent 
the  perfect  equality  of  marginal  net  products.*  But  it  ia 
when  he  passes  to  such  practical  problems  as  those 
connected  with  purchasers'  associations,  state  intervention, 

>  UnleHweMrametluttlMmargiMliiidtaortlierariouaKirtsafprodu^ 
r^pratent  equmJent  amounts  of  ultimate  eo«t  or  saerUloe.  —  an  aHumption  vUek 
does  not  Mem  to  me  to  be  of  aignifieanee  for  the  analyde  of  aetuaily  eiiating  eooditkMS. 

<  Pt.n,eha.ir-TU. 
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public  control  of  monopoly,  and  public  operation  of  indus- 
tries^ that  his  rare  judidal  faculty  of  taking  fairly  into 
account  the  varied  considerations  that  wdgh  for  and  against 
agiven  proposal  is  seen  at  its  best.  I  have  no  space  here  even 
to  summarize  these  admirable  chapters,  with  their  discrimi- 
nating conclusions.  Professor  Pigou  here,  as  elsewhere,  has 
primarily  in  mind  British  national  problems.  I  am  inclined 
to  think  that  a  more  intimate  acquamtance  with  the  recent 
work  of  American  public  utility  commissions  would  have 
made  Professor  Pigou's  conclusions  as  to  the  range  and 
variety  of  the  considerations  that  can  be  taken  into  account 
in  the  public  r^p^tion  of  monopoly  prices  and  services 
somewhat  more  favorable. 

In  his  discussion  of  the  distribution  of  the  national  divi- 
dend* Professor  Pigou  deals  almost  exclusively  with  labor 
problems,  and  especially  with  ^'  attempts  to  improve  the 
distribution  of  the  dividend  by  the  deliberate  transfer^ice 
of  resources  from  the  relatively  rich  to  the  relatively  poor, 
iSrst  through  interference  with  the  natural  course  of  wages 
and  secondly  through  taxation,  and  so  forth."  In  this  field 
Professor  Pigou  is  thoroly  at  home,  and  shows  familiarity 
with  an  unusual  range  of  modem  economic  literature.  The 
problems  he  discusses  are  those  suggested  by  recent  labor 
union  policies  and  by  recent  achievements  and  proposals 
in  the  field  of  social  legislation,  particularly  in  England. 
These  chapters  constitute  what  is  beyond  question  the  best 
discussion  to  be  found  anywhere  of  the  economic  principles 
involved  in  this  new  social  program.  The  lack  of  an  ade- 
quate treatment  of  the  population  problem  is  the  only  serious 
blemish  on  this  admirable  discussion. 

Professor  Pigou  has  in  a  rare  degree  the  power  of  forcing 
his  way  through  to  some  positive  conclusion  in  cases  where  at 
first  no  comdusion  seems  possible.  That  many  of  his  results 
are  stated  merely  as  probabilities  is  a  testimonial  as  much  to 
the  courage  with  which  the  analysis  is  pushed  through  to  the 
end  as  it  is  to  the  caution  with  which  infer^Dices  are  made. 

>  Ft.  n.  oha.  siT-zTrU.  <  Ft.  III. 
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Nowhere  do  the  advantages  of  the  particular  tyi)e  of  economic 
theory  in  which  Professor  Pigou  is  an  adept  appear  more 
clearly.  Theory  of  this  sort  (if  I  may  characterise  it  briefly) 
is  not  concerned  with  the  vain  attempt  to  formulate  concepts 
so  general  and  abstract  that  the  whole  economic  process 
may  be  viewed  as  a  relatively  simple  mechanical  i^ystem. 
The  purpose  is,  rather,  that  the  fabric  of  theory  shall  be  a 
yielding  garment,  fitting  the  varied  and  complex  reality  of 
economic  life  as  closely  as  is  demanded  by  the  criterion  that 
the  conclusions  to  which  the  theory  leads  shall  be  both 
useful  and  general. 

The  book  is  not  without  indications  that  it  was  put  throuc^ 
in  some  haste.  Typographical  errors  and  small  slips  of  one 
sort  and  another  are  more  conmion  than  one  expects  in  a  book 
of  dignity  and  importance.  The  most  serious  lapse  of  this 
kind  which  I  have  noticed  is  the  loosely  demonstrated  state- 
ment ^  that  Pareto's  measure  of  inequality  in  the  distribution 
of  incomes  gives  results  that  are  in  g^Dieral  agreement  with 
those  indicated  by  the  standard  deviation.  Applied  to 
actual  income  statistics  these  measures  are  rather  more  i^t 
than  not  to  give  precisely  opposite  results.* 

Alltn  a.  Young. 
Cornell  UNiyBBarrr. 

»  P.  126. 

*  The  more  evenly  income  receiTen  are  distributed  throuchoat  the  ineome  Male 
the  lower  wiD  be  Pareto'a  index,  and  the  more  doaely  th^y  are  ooneentrated  aboot 
the  averace  ineome  the  lower  will  be  the  standard  deviation.  Whether  these  two 
measures  win  agree  in  indicating  that  the  distribution  of  wealth  has  moved  in  a  partieifr- 
lar  direction  will  depend  laigely  upon  the  difference  between  the  modal  inoome  and 
the  average  income,  together  with  the  extent  of  the  change.  Tesfei  applied  to  a  number 
of  tjrpical  cases  indicate  that  disagreement  is  more  probable  than  i 
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RAILWAY  RATES  AND  JOINT  COSTS 

Towards  the  conclusion  of  his  rejoinder  to  my  note  on 
Railway  Rates  and  Joint  Casts  in  the  last  issue  of  this  Journal 
Professor  Taussig  writes:  ''  The  question  involved  in  this 
interchange  of  opinions  seems  to  me  not  merely  one  of  defi- 
nition or  of  theoretical  nicety.  It  bears  on  large  problems 
of  legislation  and  administration."  And  he  goes  on  to  show 
that  the  answer  given  to  the  question  should  constitute  a 
vital  factor  in  the  determination  of  the  policy  of  such  a  body 
as  the  Interstate  Commerce  Conmiission.  With  this  view 
I  am  in  entire  agreement;  and  it  is  for  that  reason  that  I  am 
reluctant  to  let  the  matter  drop  without  submitting  one 
further  note  upon  it. 

Before  coming  to  the  main  issue,  it  may  be  well  to  remove 
a  misunderstanding.  In  his  comment  in  the  last  issue  of  the 
Journal,  Professor  Taussig  wrote  that  it  was  not  clear  to  him 
whether  I  still  maintained  a  certain  essential  proposition 
set  out  in  Wealth  and  Welfare,  thus  suggesting  that  my  note 
in  the  Journal  embodied  some  change  of  view.  My  view 
is  not  changed.  After  Professor  Taussig's  first  criticism 
in  the  February  Journal,  I  felt  that  I  must  have  in  some 
measure  misinterpreted  his  view.  But  my  own  view,  tho, 
after  criticism  from  him,  it  is  naturally  held  with  less  con- 
fidence, remains  so  far  the  same  as  it  was  when  I  wrote 
Wealth  and  Welfare. 

The  essence  of  the  discussion  between  us  may  be  put  in 
this  way.  How  far  ought  such  a  body  as  the  Interstate 
Commerce  Commission  to  admit  the  ''value  of  service" 
principle,  or  to  aim  at  the  establishment  of  rates  on  a  uniform 
basis  per  ton  per  mile  ?     Nobody,  of  coimse,  would  suggest 

687 
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a  sudden  violent  and  imiyersal  enforcement  of  a  unifonn 
mileage  system,  and  the  question  cannot,  therefore,  be  made 
absolutely  sharp.  It  is  of  the  same  general  character  as  the 
question  whether  the  United  States  Government  ought  to 
admit  the  Protectionist  principle,  or  to  aim  at  the  establish- 
ment of  Free  Trade.  In  both  cases  practical  considerations 
forbid  violent  and  sudden  changes  of  policy;  but  in  both 
it  is  a  matter  of  real  importance  to  determine  the  genetal 
principles  by  which,  as  opportunity  allows,  policy  ouj^t 
to  be  guided.  When  the  matter  is  stated  thus,  there  is,  I 
think,  a  large  measure  of  agreement  in  substance,  tho  not 
always  in  form,  between  Professor  Taussig  and  myself. 

In  the  important  case,  where  the  charging  of  different 
rates  for  the  transport  of  different  commodities  would  make 
it  profitable  to  establish  a  railway  between  two  places^ 
whereas  it  would  not  be  profitable  to  do  this  under  a  system 
of  uniform  mileage  rates,  we  are  both  agreed,  —  subject  to  a 
reservation  on  my  part  in  favour  of  State  bounties,  —  that 
discriminating  rates  are  desirable.  I  reach  this  practical 
conclusion  by  way  of  a  general  theory  of  monopoly.  Professor 
Taussig  by  way  of  an  analysis  of  joint  costs.  In  the  partic- 
ular sub-case  of  this  case,  in  which  there  would  not,  under  a 
system  of  uniform  rates,  be  enouj^  demand  to  enable  the 
least  expensive  railway  that  U  is  possible  to  construct  at  aU  to 
utilize  its  full  capacity,  I  recognize  that  the  conception  of 
joint  cost  and  the  conception  of  monopoly  afford  equally 
suitable  avenues  of  approach.  For  other  sub-cases  I  hold 
that  the  conception  of  monopoly  is  alone  appropriate. 
Tho,  however,  in  these  instances,  Professor  Taussig  and  I 
disapprove  of  one  another's  routes,  we  unite  at  the  goal  of 
our  journey. 

The  case  in  which  we  seem  to  differ  in  practical  policy 
arises  wh^Di  conditions  are  such  that  it  would  be  profitable 
to  establish  a  railway  between  two  given  places  under  a 
system  of  uniform  mileage  rates.  Even  here,  however,  we 
agree  up  to  a  point.  We  both  hold,  as  I  understand,  that, 
except  in  so  far  as  the  services  of  transporting  different  sorts 
of  things  are  supplied  jointly,  a  system  of  uniform  mileage 
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rates  ought  to  be  adopted  as  our  ideal.  In  WeaUh  and 
WelfcarB  I  have  argued  that  this  conclusion  is  not  absolute 
in  pure  theory,  but  that  practically  the  conditions  in  which 
it  requires  qualification  are  exceedingly  imlikely  to  occur. 
Thus,  the  issue  between  Professor  Taussig  and  myself  is 
narrowed  down  to  that  of  determining  how  far  in  fact  joint 
cost  prevails  in  railway  service  in  districts  where  some 
railway  would  be  established  even  under  a  system  of  uniform 
mileage  rates.  And  here  also,  up  to  a  point,  we  agree;  for 
I  recognize  that,  as  between  the  transportation  of  goods 
from  A  to  B  and  the  transportation  of  goods  from  B  to  A, 
an  element  of  jointness  exists;  and  I  am  prepared  also  to 
admit  certain  other  minor  elements  of  jointness.  Never- 
theless, a  substantial  difference  remains;  for  Professor 
Taussig  sees  jointness  everywhere,  and  I  see  it  nowhere 
except  in  these  special  and  comparatively  unimportant 
instances.  In  his  view  the  services  of  transporting  coal  and 
copper  and  vegetables  and  gold  along  any  given  line  of  rail- 
way are  essentially  and  fundamentally  joint  services,  in  such 
wise  that,  under  conditions  of  free  competition,  different 
rates  would  normally  be  charged  for  them.  In  my  view 
these  services  are  not  joints  and  would,  under  conditions  of 
competition,  normally  be  charged  the  same  rates. 

Professor  Taussig  agrees  with  me  that  joint  supply  implies 
the  presence  of  at  least  two  sorts  of  things.  But  he  meets 
my  point,  that  the  transport  sold  to  copper  merchants  and  the 
transport  sold  to  coal  merchants  constitute  only  one  thing, 
with  the  reply  that,  tho  these  two  transports  are  homogen- 
eous in  one  sense,  they  are  iiot  homogeneous  ''  in  the  sense 
important  for  the  purpose  in  hand  —  namely,  as  regards 
the  conditions  cf  demand  "  (Quarterly  Joumal,  p.  381).  I 
do  not  wish  to  enter  into  an  argument  which  might  easily 
become  merely  verbal,  and  therefore  (for  the  purpose  of  the 
present  discussion  only)  I  will  concede  that  the  two  trans- 
ports are  two  things,  and  not,  as  I  had  argued,  one  thing 
only.  This  preliminary  point  being  granted,  Professor 
Taussig  is  free  to  develop  his  thesis  that  these  particular 
two  things  are  supplied  jointiy.    He  writes:    "  I  am  con- 
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vinced  that  the  conditions  of  supply  for  railway  transport 
are  preponderately  joint.''  And  then  follows  his  reason: 
"  The  plant  —  almost  all  of  it  —  is  used  for  the  traffic  as  a 
whole,  without  any  possibility  of  allocating  any  part  of  this 
constituent  part  of  supply  price  to  one  or  another  item  or 
class  of  traffic.  More  than  half  (a  moderate  estimate)  of 
the  operating  expense  is  also  incurred  for  the  traffic  as  a 
whole  "  (p.  637).  This  statement  of  fact  is,  of  course,  not 
disputed.  I  hold,  however,  that  the  mere  presence  of  a 
large  mass  of  supplementary  expenses,  which  cannot  be 
separately  allocated,  does  not  imply  the  presence  of  joint 
cost  in  any  sense  that  would  tend  to  bring  about  inequality 
of  rates  per  ton  mile  under  conditions  of  free  competition. 
In  defence  of  this  view,  I  submit  three  considerations: 

The  first  of  these  is  an  appeal  to  analogy.  The  existence 
of  a  large  mass  of  supplementary  expenses  is  a  phenomenon 
by  no  means  peculiar  to  railways.  It  prevails  equally  in 
the  case  of  cotton  factories  or  iron  and  steel  works.  In 
fact  in  nearly  all  modem  industries  the  supplementary 
expenses  are  heavy.  In  regard  to  other  industries,  however, 
nobody  maintains  that  this  circumstance  warrants  the  state- 
ment that  conditions  of  joint  supply  are  present  as  between 
batches  of  products  supplied  to  different  markets  with 
separate  demand  schedules.  It  is  difficult  to  discover  any 
good  reason  for  adopting  a  different  point  of  view  in  the  case 
of  railway  services. 

The  second  consideration  is  an  appeal  to  analysis.  Pro- 
fessor Taussig  appears  to  regard  the  relation  between  the 
production  of  copper  transport  and  of  coal  transport  as  on 
all  foiurs  with  that  between  the  production  of  cotton  fibre 
and  of  cotton  seed.  It  appears  to  me,  on  the  other  hand, 
that  there  is  a  fundamental  distinction  between  those  two 
relations.  For,  whereas  the  supply  price  of  a  pound  of  cotton 
seed  is  a  function  of  two  variables,  namely  the  number  of 
pounds  of  cotton  seed  produced  and  the  realised  price  of 
cotton  fibre,  the  supply  price  of  a  pound  of  copper  transport 
is  a  function  of  one  variable  only,  namely  the  aggregate 
niunber  of  pounds  of  all  sorts  of  transport  produced.     The 
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point  may  be  put  roughly  in  a  simpler  form  as  follows. 
Whereas  it  is  impossible  to  increase  the  supply  of  cotton 
fibre  without  at  the  same  time  increasing  the  supply  (not 
necessarily  the  supply  offered  for  sale,  but  the  aggregate 
supply)  of  cotton  seed,  it  is  not  impossible  to  increase 
the  supply  of  transport  available  for  copper  without  at  the 
same  time  increasing  the  supply  of  transport  available  for 
coal.  On  the  contrary,  a  railway  adapted  to  the  weekly 
transport  of  x  tons  of  copper  phis  y  tons  of  coal  can  be 
altered  into  one  adapted  for  the  transport  of  (x  +  h)  tons  of 
copper  plus  y  tons  of  coal.  This  is  an  essential  difference. 
As  explained  in  WeaUh  and  Welfare  (p.  218),  it  means,  in 
my  view,  that,  whereas  the  supplementary  expenses  of 
producing  cotton  fibre  and  cotton  seed  are  both  common 
costs  and  joint  costs,  the  supplementary  expenses  of  pro- 
ducing copper  transport  and  coal  transport  are  common 
costs  only. 

My  third  and  final  appeal  is  to  a  direct  consideration 
of  the  case  in  hand.  Professor  Taussig  and  I  are  both 
interested  ultimately  in  the  question  whether,  under  con- 
ditions of  free  competition,  the  prices  of  copper  transport 
and  coal  transport  would  or  would  not  be  the  same;  and  we 
have  engaged  in  a  discussion  concerning  joint  cost  only 
because  we  hold  that,  if  such  joint  cost  is  present,  the  prices 
would  not  be,  and,  if  it  is  absent,  they  would  be,  the  same. 
It  can,  I  submit,  be  proved  directly  that,  under  free  com- 
petition, the  prices  of  the  two  sorts  of  transport  would  neces- 
sarily be  the  same.  If  there  are  a  nimiber  of  competing 
sellers  suppl3ring  transportation  or  an3rthing  else  to  several 
markets  with  separate  demand  schedules,  and  if  the  price  in 
one  of  these  markets  is  higher  than  in  another,  will  it  not 
be  to  the  interest  of  any  seller  to  transfer  his  offer  of  service 
from  the  lower-priced  market  to  the  higher-priced  one  ? 
Will  not  this  process  ultimately  bring  prices  in  the  different 
markets  to  a  level,  and  will  not  the  initiation  of  the  process 
be  wholly  independent  of  the  question  whether  or  not  supple- 
mentary costs  are  large  relatively  to  prime  costs  ?  To  my 
mind  the  answer  is  clearly  in  the  afiSrmative.     If  this  be 
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granted,  it  follows  that  joint  cost  does  not  exist  in  a  general 
way  in  any  sense  relevant  to  the  present  enquiry,  and  that 
the  Interstate  Commerce  Commission  ought,  apart,  of  course 
from  certain  special  and  exceptional  cases,  to  find  its  ideal  in 
a  i^stem  of  uniform  mileage  rates. 

It  must  not  be  forgotten  that  this  conclusion  is  only  appli- 
cable when  conditions  are  such  that  it  would  be  profitable 
to  establish  a  railway  between  two  given  places  under  a 
system  of  uniform  mileage  rates.  When  conditions  are  such 
that  it  vxndd  not  be  profitable  to  establish  a  railway  under  a 
system  of  equal  mileage  rates,  a  departure  from  such  rates 
is,  as  was  argued  at  the  beginning  of  this  paper,  justified; 
and,  tho  I  myself  prefer  to  base  the  justification  on  the 
concept  of  discriminating  monopoly,  I  admit  that  in  a  certain 
sub-case  it  may  equally  well  be  based  on  the  concept  of  joint 
cost.  The  question  how  far  the  first  and  the  second  of  the 
two  sets  of  conditions  just  distinguished  prevail  in  actual 
fact  is,  of  course,  one  to  which  a  different  answer  must 
be  given  in  different  places  and  at  different  times.  It  is 
evidently  less  likely  that  a  railway  could  be  profitably 
established  on  a  basis  of  uniform  mileage  rates  in  a  sparsely 
populated  country  than  in  one  which  is  densely  populated. 
The  "value  of  service''  principle  has,  therefore,  a  stronger 
claim  to  be  adopted  as  the  basis  of  railway  regulation  in 
regard  to  the  Western  States  of  America  than  it  has  in 
regard  to  the  Eastern  States. 

A-  C.  PiGOU. 

CAMBBmOB,  ENOLiLND. 


Not  without  hesitation  I  add  a  few  words  of  conmient  on 
Professor  Pigou's  supplementary  note.  There  is,  as  Profes- 
sor Pigou  states,  a  large  measure  of  agreement  between  us. 

Professor  Pigou  believes  that  the  principle  of  joint  cost  is 
a  suitable  avenue  of  approach  only  where  "the  least  ex- 
pensive railway  that  it  is  possible  to  construct  at  all  "  cannot 
be  utilized  to  full  capacity  under  a  system  of  uniform  rates. 
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It  IB  a  just  observation  that  these  are  the  conditions  under 
which  the  principle  of  joint  cost  is  peculiarly  applicable. 
Such  were  the  conditions  of  almost  all  American  railways 
in  their  early  stages;  and  this  accounts  for  the  unusual 
complexity  of  railway  rates  that  developed  in  the  United 
States,  and  for  the  universality  of  those  rate-making 
practices  which  were  designed  to  "  scoop  the  tonnage."  It 
is  true  also  that  as  the  pioneer  stage  has  been  left  behind 
the  economic  occasion  and  justification  for  these  practices 
have  become  less.  Their  persistence  under  conditions  of 
denser  traffic  is  due  in  no  small  degree  to  tradition.  The 
extraordinary  complexities  and  anomalies  of  American  rail- 
way rates. are  to  a  large  extent  survivab  from  the  outlived 
conditions  of  earlier  days. 

Nevertheless,  I  should  not  state  in  precisely  the  same  way 
as  Professor  Pigou  the  conditions  under  which  the  principle 
of  joint  cost  is  applicable.  I  should  be  disposed  to  say  that 
it  is  applicable  when  a  railway  cannot  be  utilised  to  its  full 
capacity  by  limUing  iU  aperationa  to  the  traffic  most  profitable, 
—  meaning  by  *'  most  profitable  "  that  traffic  which  yields 
the  largest  excess  over  direct  or  separable  expenses.  When 
this  is  the  case,  the  railway,  with  advantage  to  itself  and  with 
advantage  to  tiie  public  also,  will  turn  the  unused  capacity  of 
the  plant  to  other  traffic,  tho  at  less  profit  and  at  rates  less 
than  those  on  the  more  profitable  traffic.  Take  such  a  case 
as  that  of  the  New  Haven  s^ystem  in  southern  New  England. 
Its  passenger  traffic  is  large  and  lucrative;  yet  the  plant  can- 
not be  completely  utilised  for  passenger  traffic.  The  railway 
turns  to  freight  traffic  at  the  lower  rates  which  are  necessary 
to  induce  the  freight  to  be  forthcoming. 

I  am  not  convinced  that  the  distinction  between  common 
costs  and  joint  costs  is  as  vital  as  Professor  Pigou  thinks  it; 
that  is,  so  far  as  the  problem  in  hand  is  concerned.  Pro- 
fessor Pigou  finds  joint  costs  only  where  it  is  impossible  to 
increase  the  supply  of  one  commodity  (say  cotton  fibre) 
without  at  the  same  time  increasing  the  supply  of  another 
(say  cotton  seed).  I  submit  that  the  principle  of  joint  cost 
may  be  applicable  even  tho  a  supply  of  one  thing  does  not 
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necessarily  entail  the  supply  of  another.  Consider  such  a 
case  as  that  adduced  by  Professor  Pigou  himself  in  WeaUh 
and  Wdfare  (p.  217,  note)  as  one  of  joint  cost:  a  plant 
supplying  electricity  for  light  by  night  and  for  power  by 
day.  A  plant  designed  to  carty  the  peak  of  the  load  at 
night  does  not  necessarily  produce  power  by  day.  But 
there  is  capacity  which  cajonot  be  utilised  by  day  except  on 
such  terms  as  to  make  the  energy  saleable  for  power.  To 
cite  another  case  which  Professor  Pigou  treats  (in  the  same 
note)  as  one  of  joint  supply:  when  a  railway  carries  passen- 
gers mainly  by  day  and  freight  mainly  by  night,  the  freight 
transportation  is  not  necessarily  produced.  Back  loading 
is  similar:  a  railway  does  not  necessarily  supply  the  back 
transport  when  it  hauls  the  empty  cars  on  the  return  jour- 
ney; the  process  entails  additional  terminal  expenses  and 
some  additional  transportation  expenses.  NevertheleBS, 
Professor  Pigou  considers  this  also  to  be  a  case  of  joint  cost. 
So,  to  give  another  illustration  from  railways,  the  hauling 
of  a  mail  car  attached  to  a  passenger  train  is  not  a  necessary 
product  of  the  passenger  transportation.  It  seems  to  me, 
none  the  less,  a  "  by-product,'^  —  that  is,  a  joint  product. 
Therefore,  —  to  focus  the  conclusion  on  the  point  in  eco- 
nomic theory,  —  I  am  not  sure  that  '^  nobody  maintains 
that  this  circumstance  [a  large  mass  of  supplementary 
expenses]  warrants  the  statement  that  conditions  of  joint 
supply  are  present  as  between  batches  of  products  supplied 
to  different  markets  with  separate  demand  schedules.''  I 
am  inclined  to  maintain  that  in  such  cases  the  conditions  of 
joint  supply  may  be  present. 

F.  W.  Taussiq. 
Harvard  Unitbrsitt. 
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MORTGAGE  TAXATION  IN  NEBRASKA 

Until  recently  mortgages  in  Nebraska  were  assessed  in 
the  traditional  way,  when  discoveredi  —  as  personal  property. 
The  Legislature  of  1911  declared  mortgages  on  real  property 
within  the  State  an  interest  in  the  land  for  purposes  of  taxa- 
tion and  made  them  assessable  at  the  situs  of  the  land,  to 
the  mortgagee  or  his  assigns.  The  excess  in  value  of  the 
real  estate  above  the  mortgage  is  assessed  to  the  land  owner; 
but  the  mortgagor  is  permitted  by  agreement  to  assume  the 
payment  of  taxes  on  the  mortgage  interest,  in  which  case  the 
assessing  ofScer  ''  shall  not  enter  said  mortgage  for  separate 
assessment  and  taxation,  but  both  interests  shall  be  assessed 
and  taxed  to  the  mortgagor."  Mortgages  other  than  those 
secured  by  Nebraska  real  estate  continue  to  be  treated  as 
personal  property;  but  it  is  provided  *'  that  this  act  shall 
not  apply  to  corporations,  the  property  of  which  is  now 
exempt  from  taxation."  As  a  matter  of  practice  a  very  large 
proportion  of  the  mortgages  made  since  the  law  went  into 
effect  contain  the  "  tax  clause  "  making  the  mortgagor  liable 
for  the  payment  of  taxes  on  the  mortgagee's  interest  as  well 
as  his  own. 

The  purpose  of  the  act  of  1911  is  indicated  in  the  title: 
"  To  provide  for  the  taxation  of  mortgages  of  real  property 
and  to  prevent  double  taxation  on  encumbered  property  in 
the  state."  Much  was  said  in  the  discussion  of  the  bill  about 
'*  double  taxation";  the  argument  was  made  for  the  law  and 
more  recently  for  its  continuance  that  it  placed  the  local 
lender  on  a  footing  of  equality  with  the  foreign  lender;  but 
the  argument  that  carried  most  weight  with  the  legislators 
doubtless  was  that  the  freeing  of  mortgages  from  taxation 
would  result  in  lowering  the  interest  rate  on  farm  mortgages. 
No  careful  statistical  investigation  on  the  effect  of  the  law 
has  been  made;  but  such  information  as  there  is  goes  to 
show  that  the  proportion  of  domestic  to  foreign  mortgage 
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loans  has  risen,  while  the  expectation  of  a  fall  in  the  interest 
rate  has  not  been  realized.  The  statistics  that  have  been 
collected  indicate  that  there  has  been,  in  fact,  a  slight  in- 
crease in  Lancaster  county,  and  this  is  probably  true  through- 
out the  state.  The  increase  can  be  accounted  for  by  the 
general  stiffening  of  the  interest  rate  during  the  last  two  years. 
Since  a  large  proportion  of  the  mortgages  have  long  been 
made  to  ccH*porations  like  insurance  companies  and  banks, 
and  hence  were  not  assessable  separately,  or  were  made  for 
export  to  jurisdictions  where  their  ownership  could  not  be 
traced,  it  could  hardly  have  been  seriously  expected  by  the 
promoters  of  the  law  that  the  interest  rate  would  fall.  That 
had  already  been  fixed,  before  the  new  law  was  passed,  on 
the  basis  of  practical  exemption.  On  the  other  hand,  as  was 
expected,  there  has  been  a  falling  off  of  mortgages  listed  for 
taxation.  In  1911  the  assessed  valuation  of  this  item 
amounted  to  $7,960,000  and  m  1912  to  S6,400,000.  The 
assessed  valuation  is  by  law  one-fifth  of  the  true  value,  so  that 
the  falling  off  of  1.5  million  in  the  assessment  roll  meant  the 
exemption  of  7.5  millions  of  ^'  property  "  hitherto  assessed. 

In  view  of  these  facts,  and  another  feature  of  the  law  stall 
to  be  described,  a  determined  opposition  to  the  new  system 
showed  itself  early  in  the  session  of  1913.  One  of  the  several 
bills  introduced  for  the  repeal  of  the  law  passed  the  House. 
But  a  similar  one  had  already  failed  in  the  Senate;  and  the 
upper  House  refusing  assent  to  the  House  bill,  the  law  of 
1911  was  left  unchanged.  It  is  not  likely,  however,  that  the 
Senate  would  have  voted  to  retain  the  law  if  a  case  growing 
out  of  the  statute  and  then  pending  in  the  Supreme  Court 
had  been  decided.  This  case  brings  out  some  curious  and 
unexpected  features  of  mortgage  taxation;  and  to  its  con- 
sideration we  now  turn. 

While  the  assessment  was  in  progress  the  question  was 
raised  as  to  whether  Nebraska  mortgages  held  by  banks  were 
assessable  to  the  banks.  It  was  promptly  ruled  by  the 
State  Board  of  Equalisation  and  Assessment  that  they  were 
not;  that  so  far  as  they  represented  the  investment  of 
deposits  they  should  not  be  assessed  to  the  bank,  since 
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depositB  were  by  law  assessed  to  the  depositors;  that  so  far 
as  they  represented  investment  of  capital  they  should  not 
be  assessed,  since  their  value  was  already  reflected  in  the 
value  of  the  capital  stock,  the  taxation  of  which  was  pro- 
vided for  by  a  section  not  repealed  or  modified  by  the  act 
of  1911.  The  Board  held  the  view,  but  did  not  argue  it, 
that  under  the  proviso  that  the  act  ''shall  not  apply  to 
corporations,  the  property  of  which  is  now  exempt  from 
taxation,"  the  mortgages  of  banks  could  not  be  brought 
within  the  law. 

Some  of  the  banks  did  not  accept  this  ruling.  The  law 
for  the  taxation  of  banks,  like  that  of  other  states,  provides 
for  a  tax,  in  form  at  least,  on  the  shareholders  and  not  on 
the  corporation.  The  Supreme  Court  of  Nebraska  has  so 
construed  the  law.  But  to  arrive  at  the  value  of  the  shares 
the  assessor  is  authorized  to  deduct  from  the  value  of  the 
capital  stock  the  value  of  its  ''  real  estate  and  other  tangible 
property  assessed  separately.''  Under  this  clause  the  First 
Trust  Company  of  Lincoln  deducted  the  mortgages  owned 
by  it  on  the  ground  that  they  were  by  the  law  of  1911  de* 
clared  an  interest  in  real  estate  and  assessed  separately. 
The  district  court  upheld  this  view  of  the  law;  and  the 
Supreme  Court,  shortly  after  the  adjoimunent  of  the  Legis- 
lature, confirmed  the  decision  of  the  lower  court. 

It  was  held  by  the  higher  court^  that  the  statute  expressly 
makes  the  mortgage  an  interest  in  the  land,  and  that  with- 
out the  "  tax-clause  "  it  must  be  assessed  to  the  bank,  inde- 
pendently of  its  capital  stock  and  the  deduction  was  clearly 
authorized.  Counsel  for  the  county  urged  that  in  case  the 
tax  was  assumed  by  the  mortgagor  the  statute  specifically 
provided  that  the  assessor  ''  shall  not  enter  said  mortgage 
for  separate  assessment  or  taxation,''  and  that  the  value  of 
such  mortgages  should  in  no  case  be  deducted.  The  court 
held,  however,  that  when  the  mortgagor  made  such  an  agree- 
ment it  must  have  be^i  in  consideration  of  getting  his  loan 
at  a  lower  rate  than  he  otherwise  could  have  secured.     If 


>  FInt  Trust  CompAiiy  of  liBooin  r.  LMioMtor  Conn^jr.  Ml  N.  W.  Bep.,  1087-1088. 
A  weond  opinion  ovwraUng  »  motioa  for  »  re-bewing  k  raportod  in  toI.  142, 542-648. 
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the  bank  were  thus  compelled  to  take  a  lower  rate  and  not 
allowed  to  deduct  the  mortgage,  the  ''  double  taxation ''  the 
law  was  designed  to  avoid  would  follow,  and  the  rule  of 
equality  in  taxation  laid  down  in  the  constitution  would  be 
violated  as  between  individual  holders  and  banks. 

In  making  this  ruling,  designed  to  prevent  inequality 
between  individuals  and  banks,  it  seems,  however,  that  the 
court  has  created  another  kind  of  inequality  of  a  more 
serious  nature,  and  one  that  may  lead  to  interesting  develop- 
ments, —  an  inequality  between  different  classes  of  banks. 
The  fiscal  results  of  permitting  the  deduction  are  not  known 
and  cannot  for  some  time  be  known.  The  capital  and  sur- 
plus of  the  State  banks,  however,  stands  at  about  $20,000,000, 
and  it  is  assumed  that  mortgages  of  the  banks  to  that  amount 
will  in  time  be  offset  against  practically  the  whole  of  this  sum. 
This  would  produce  a  loss  of  revenue  of  about  a  quarter  of 
a  million  a  year  to  the  treasuries  of  the  State  and  local 
governments.  But  the  national  banks,  because  of  the  nar- 
rowly prescribed  limitations  upon  their  ownership  of  real 
estate  mortgages  can  make  no  such  deductions.  They  will 
have  to  pay  taxes  to  practically  the  full  value  of  their  capital 
stock,  as  heretofore.  When  it  is  remembered  how  jealously 
the  Federal  courts  have  guarded  the  national  banks  against 
discriminatory  taxation,  \mder  section  41  of  the  National 
Bank  Act  of  1864,  it  is  hardly  to  be  doubted,  should  the 
question  be  presented  to  them,  that  they  would  hold  the 
advantage  to  state  banks,  secured  by  the  recent  decision  of 
the  Supreme  Court  of  Nebraska^  a  violation  of  the  principle 
of  equality  guaranteed  to  the  national  banks. 

G.   O.  ViRTUB. 
IJNIVSBSTrT  OF  NEBRASKA. 
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THE  PUBLIC  SERVICE  COMMISSION  OP 
MASSACHUSETTS 

The  Massachusetts  Board  of  Railroad  Commissioners 
was  established  in  1869.  Under  the  leadership  of  Charles 
Francis  Adams  it  soon  gained  a  reputation  for  independence, 
initiative  and  a  high  order  of  intelligence,  and  for  many  years 
was  the  favorite  example  of  those  who  believed  that  the 
railroads  could  be  better  regulated  by  cool  coimsel,  publicity 
and  friendly  admonition  than  by  force  and  compulsion. 
But  times  have  changed.  At  the  ripe  age  of  forty-four  years 
the  career  of  the  commission  has  practically  been  brought 
to  an  end  and  it  has  been  converted  into  a  new  and  quite 
different  body  known  as  the  Public  Service  Commission  of 
Massachusetts. 

This  change  has  been  wrought  by  the  so-called  "  Wash- 
bum  Act/'  made  law  by  the  recent  Legislature  over  the  veto 
of  the  Governor.  The  chief  features  of  the  act,  which  re- 
sembles similar  legislation  enacted  in  other  states  during 
the  past  few  years,  are  briefly  as  follows:  — 

1.  The  name  of  the  Board  of  Railroad  Commissioners  is 
changed  to  Public  Service  Commission  and  its  membership 
is  enlarged  by  the  addition  of  two  new  commissioners,  the 
three  members  of  the  old  board  continuing  in  office.  The 
initial  terms  of  office  are  one,  two,  three,  four  and  five  years, 
as  designated  by  the  Governor,  but  in  the  future  one  member 
will  be  appointed  annually  for  a  five-year  term. 

2.  The  salaries  of  the  commissioners  are  increased,  the 
chairman  receiving  $8500  and  each  of  the  others,  $8000. 
The  former  salaries  were  $6000  and  $5000. 

3.  The  jiuisdiction  of  the  commission  eictends  not  only 
over  raih-oad,  railway,  express,  car  and  certain  steamship 
companies,  but  also  over  telephone  and  telegraph  companies, 
which  have  heretofore  been  under  the  supervision  of  the 
Highway  Commission. 
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4.  The  commission  is  given  broad  power  to  employ  such 
legal,  expert  and  other  assistance  and  to  expend  such  sums 
of  money  in  the  prosecution  of  its  work  as  it  deems  best, 
provided  that  it  does  not  exceed  the  annual  appropriation 
of  the  Legislature.  The  authority  of  the  old  board  was 
extremely  limited  in  this  respect  until  1911,  and  even  after 
the  statute  of  that  year  it  had  no  such  wide  discretion  as  is 
given  the  new  commission. 

5.  The  commission  is  given  power,  "  after  a  hearing  had 
upon  its  own  motion  or  on  complaint "  and  if  it  believes 
that  any  rates,  fares  or  charges  are  *^  unjust,  unreasonable, 
unjustly  discriminatoiy  or  unduly  preferential  or  in  any  wise 
in  violation  of  law,"  or  that  they  are  "  insufficient  to  yield 
reasonable  compensation  for  the  service  rendered,"  to  deter- 
mine and  fix  by  order  the  just  and  reasonable  rates,  fares 
and  charges  thereafter  to  be  observed.  It  is  given  similar 
power  with  respect  to  "  r^^tions,  practices,  equipment, 
appliances  or  service."  The  old  board  had  wide  authority 
to  investigate  and  to  make  reconmiendations  with  respect 
to  these  matters;  but  it  had,  in  general,  no  power  to  issue 
positive  orders. 

In  this  connection,  the  commission  is  given  specific  au- 
thority to  order  the  electrification  of  any  steam  railroad 
lines,  but  this  authority  is  carefully  hedged  about  by  the 
following  interesting  restriction:  — 

Before  making  such  order,  the  commission  shall  consider  the  rela- 
tive importance  and  necessity  of  the  changes  in  any  specific  regula- 
tions, practices,  equipment  and  appliances  proposed  to  be  included 
therein  and  of  other  changes  which  may  be  brought  to  its  attention 
in  the  course  of  such  hearing,  the  financial  ability  of  the  carrier  to 
comply  with  the  requirements  of  such  order,  and  the  effect  of  the 
carrier's  compliance  therewith  upon  its  financial  ability  to  make 
such  other  changes,  if  any,  deemed  by  the  commission  of  equal  or 
greater  importance  and  necesdty  in  the  performance  of  the  service 
which  the  carrier  has  professed  to  render  to  the  public. 

6.  As  under  the  interstate  conmierce  act,  the  companies 
must  file  with  the  conunission  and  keep  open  to  public 
inspection  printed  schedules  of  all  their  rates,  charges,  etc., 
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for  service  within  the  commonwealth,  and  are  prohibited 
from  departmg,  directly  or  indirectly,  from  these  scheduled 
charges.  An  exception  is  made  in  the  case  of  special  con- 
tracts made  by  telephone  and  tel^praph  companies  and  in 
force  when  the  act  takes  effect.  Whenever  any  such  con- 
tracts become  terminable  by  notice,  however,  the  commission 
is  empowered  to  require  their  termination.  As  under  the 
interstate  conmierce  act,  the  commission  may  suspend  the 
taking  effect  of  proposed  changes  in  the  scheduled  rates  for 
not  more  than  six  months,  pending  investigation  as  to  their 
propriety;  and,  in  case  of  such  suspension,  the  burden  of 
proof  is  on  the  companies  to  show  that  a  proposed  increase 
in  rates  is  reasonable. 

These  provisions  in  regard  to  the  filing  of  rate  schedules 
are  entirely  new  to  Massachusetts  law. 

7.  A  somewhat  unusual  provision  empowers  the  conmiis- 
sion  to  be  represented  "  at  any  public  hearings  before  any 
legislative  committee  or  public  board  in  this  commonwealth 
or  any  other  state  or  of  the  United  States,  with  respect  to 
any  proposed  legislation  or  action  by  public  authorities 
within  or  without  this  conmionwealth  affecting  any  public 
service  within  this  conmionwealth  subject  to  its  super- 
vision." The  L^pslature  probably  had  in  mind  the  sorry 
consequences,  throughout  New  England,  of  loose  railroad 
legislation  in  the  State  of  Connecticut. 

The  same  section  gives  the  commission  power  to  petition 
the  Interstate  Commerce  Commission  for  relief  and  to  pre- 
sent evidence  and  arguments,  if  it  believes  that  any  common 
carrier  subject  to  its  supervision  is  violating  any  provision 
of  the  interstate  commerce  law.  This  provision  will  give 
shippers  in  Massachusetts  the  opportunity  to  enlist  the  aid 
of  the  Public  Service  Commission  and  its  experts  m  pro- 
ceedings before  the  federal  commission. 

8.  The  commission  is  empowered  to  examine  and  compel 
the  production  of  books,  papers  and  documents;  to  compel 
the  attendance  of  witnesses;  to  audit  annuaUy  the  books 
of  any  company  or  class  of  companies  under  its  supervision; 
to  prescribe  forms  of  accounts,  records  and  memoranda;  to 
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inspect  plants,  premises  and  property;  to  determine  the 
fair  value  of  property;  and  to  require  the  establishment  of 
through  routes,  joint  rates  and  switch  connections.  Some 
of  these  powers  the  old  board  possessed,  but  in  every  case 
the  authority  of  the  new  commission  is  made  more  explicit, 
clear  and  certain.  The  act  also  contains  an  ''  anti-pass  " 
provision. 

9.  The  Supreme  Court  of  Massachusetts  is  given  juris- 
diction to  review,  annul,  modify  or  amend  any  rulingps  or 
orders  of  the  commission  which  are  imlawful,  but  to  the 
"  extent  only  of  such  imlawfulness."  The  burden  of  proof 
is  placed  upon  the  party  adverse  to  the  conmiission  to  show 
that  its  order  is  invalid,  and  preference  is  given  over  all 
other  civil  proceedings  pending  in  the  court  except  election 
cases. 

10.  The  Supreme  Court  is  also  given  jurisdiction  to  en- 
force all  valid  orders  of  the  commission  by  mandamus  or 
injunction.  There  are,  however,  no  provisions,  such  as 
are  usual  in  similar  acts  in  other  states,  prescribing  penalties 
for  the  violation  of  orders  or  of  the  law  itself  and  making 
the  officers  and  directors  of  companies  personally  liable  in 
criminal  proceedings  for  such  violations. 

11.  The  previous  statutes  under  which  the  Board  of  Rail- 
road Commissioners  and  the  Highway  Commission  acted, 
continue  in  force  except  in  so  far  as  they  are  inconsistent 
with  the  provisions  of  the  new  act. 

In  addition  to  the  above,  the  act  contains  provisions,  in 
the  much-discussed  sections  15  and  16,  amending  the  law 
in  regard  to  the  issue  of  securities  by  railroad  companies. 
It  was,  in  fact,  the  inclusion  of  these  sections  which  led 
Governor  Foss  to  veto  the  bill.  To  understand  the  con- 
troversy which  they  aroused,  however,  a  knowledge  of  the 
history  leading  up  to  this  legislation  is  necessary. 

The  Board  of  Railroad  Commissioners,  for  so  many  years 
the  pride  of  Massachusetts,  as  it  grew  older,  b^;an  to  lose 
public  confidence.  It  became  less  and  less  an  aggressive 
and  progressive  force  dealing  in  a  broad  and  statesman- 
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like  way  with  the  great  transportation  questions  of  the  com- 
monwealthy  and  grew  to  be  largely  a  mere  board  of  arbitra- 
tion between  the  public  and  the  corporations  and  an  agency 
for  the  disposition  of  routine  matters.  Perhaps,  if  it  had 
continued  to  possess  the  services  of  a  Charles  Francis  Adams, 
this  crystallization  would  not  have  taken  place;  but  the 
personnel  of  the  board  was  not  wholly  responsible  for  its 
diminished  reputation. 

The  antinstock  watering  laws  of  1894  and  numerous  other 
statutes  passed  after  Charles  Francis  Adams'  day  threw 
upon  the  board  a  constantly  increasing  load  of  new  duties, 
often  routine  in  their  character,  which  grew  in  volume  as 
the  population  and  business  of  the  State  increased.  These 
duties  were  assumed  without  substantial  change  in  organiza- 
tion or  increase  in  staff,  and  in  consequence  the  conmiissioners 
were  swamped  with  detail  which  might  better  have  been 
handled  by  subordinates.  Perhaps  it  was  this  fact  which 
led  the  Legislature,  on  more  than  one  occasion,  to  refer 
transportation  questions  of  vital  importance,  such  as  the 
New  Haven-Boston  &  Maine  ''merger"  question,  to  special 
commissions. 

The  creation  of  powerful  public  service  commissions  in 
other  states,  armed  with  mandatory  powers  and  equipped 
with  a  large  force  of  counsel,  engineers  and  accountants, 
further  lowered  the  board's  prestige;  and  public  discontent 
was  heightened  by  the  rapid  rise  of  a  transportation  monop- 
oly in  New  England  dominated,  not  by  local  interests, 
but  by  the  financial  giants  of  New  York  City.  The  feeling 
became  prevalent  that  a  commission  with  far  larger  resources 
and  power  was  necessary  to  cope  with  this  huge  and  alien 
force. 

Governor  Foss  was  awake  to  this  feeling  when  he  came  into 
office,  and  immediately  demanded  the  creation  of  a  powerful 
public  service  conunission  for  the  control  of  all  manner  of 
public  utilities.  During  his  first  and  second  terms  his 
appeal  fell  on  deaf  ears,  so  far  as  the  Legislature  was  con- 
cerned. The  Republican  majority  denied  the  necessity 
for  the  change  and  even  challenged  the  Governor's  claim 
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that  public  opinion  demanded  any  such  legislation.  In 
his  third  tenn,  however,  the  Legislature  saw  a  great  light. 
This  change  of  front  in  the  recent  session  was  due,  beyond 
much  doubt,  to  popular  feeling  over  the  delinquencies  of 
the  New  Haven  Raihroad.  It  became  evident  that  the 
Railroad  CJommission  had  been  negligent  in  its  consideration 
of  the  affairs  of  that  railroad  monopoly  and  had  allowed 
wasteful  expenditure  of  capital  and  financial  manipulation 
to  take  place  with  hardly  a  word  of  protest  or  even  of  passing 
comment.  In  the  face  of  these  revelations,  opposition  to 
the  overhauling  and  strengthening  of  the  Massachusetts 
system  of  regulation  began  to  disappear. 

Even  the  railroad  forces  experienced  a  change  of  heart. 
Confronted  by  agitation  for  the  restoration  of  competition 
and  the  enforced  separation  of  the  Boston  A  Maine  Railroad 
from  New  Haven  control,  they  speedily  came  to  the  con- 
clusion that  a  strengthened  commission  would  be  vastly 
preferable.  They  ceased  their  opposition  and  did  all  that 
they  could  to  buttress  the  doctrine  that  the  cure  for  the  ills 
of  monopoly  is  public  regulation  and  under  no  circim[istance8 
competition.  They  encouraged  the  idea  that  the  "  Wash- 
bum  Bill ''  was  a  solution  of  the  ''  New  Haven  situation." 

For  their  support  of  this  legislation,  however,  they  de- 
manded and  received  a  quid  pro  quo  in  the  shape  of  sections 
15  and  16.  A  detailed  discussion  of  these  sections  would 
require  more  space  than  can  be  given  in  this  article.  Briefly, 
their  chief  purpose  was  to  enable  the  railroads  to  issue  long- 
term  debentures  or  notes,  unsecured  by  mortgage,  up  to 
twice  the  amount  of  their  outstanding  capital  stock,  thus 
relaxing  the  existing  law  which  limited  the  issue  of  such 
securities  to  the  amount  of  this  stock.  The  excuse  offered 
was  the  difficulty  of  raising  necessary  funds  for  the  New 
Haven  and  Boston  &  Maine  railroads  in  their  impaired 
financial  condition. 

The  original  sponsor  for  the  bill,  Representative  Wash- 
bum,  has  publicly  stated  that  the  railroad  forces  offered  their 
hearty  support  if  these  sections  were  included,  and  threatened 
to  do  everything  in  their  power  to  kill  the  bill  if  they  were 
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left  out;  and  there  is  little  doubt  that  this  was  their  attitude. 
Because  of  these  sections,  Governor  Foss  vetoed  the  bill. 
The  basis  of  his  opposition  is  well  stated  in  the  following 
paragraph  from  his  brief  and  pungent  message:  — 

The  merits  of  Sections  15  and  16  of  this  act  I  find  it  unnecessary 
to  consider  because,  whether  good  or  bad  in  themselves,  they  are  out 
of  place  in  the  measure,  and  are,  as  everyone  knows,  the  price 
exacted  by  the  railroads  for  their  permission  to  enact  the  other 
provisions  of  this  bUl.  They  present  but  a  single  question  for  the 
Legislature  and  the  people  of  the  Commonwealth  to  consider: 
Is  Massachusetts  ready  to  piurchase  from  the  railroads  the  right  to 
enact  this  law  7  If  I  have  any  knowledge  of  the  purposes  and  de- 
sires of  the  people  of  this  Conmionwealth,  they  will  not  approve  this 
hmniliating  bargain,  and  I  trust  that  Massachusetts  will  never 
purchase  the  right  to  enact  this  or  any  other  measure. 

The  Governor  was  strongly  supported  in  his  position  by  a 
large  and  influential  portion  of  the  public  press;  yet  the  bill 
became  law  over  his  veto.  The  Legislature  could  easily 
have  made  sections  15  and  16  a  separate  measure,  to  be 
considered  strictiy  upon  its  own  merits;  yet  it  flatiy  refused 
even  to  entertain  the  idea.  The  consequence  is  that  the 
people  of  the  commonwealth  are  now  confronted  by  this 
disquieting  question:  do  the  railroads  have  such  strong 
influence  or  control  over  the  Legislature  of  Massachusetts 
that  the  public  control  features  of  the  '^  Washburn  Act " 
could  not  have  become  law  apart  from  the  financial  sections 
which  the  railroads  desired,  and  without  their  approval  and 
consent?  Unfortunately,  the  evidence  points  strongly 
toward  an  affirmative  answer. 

As  constituted,  the  new  Public  Service  Conmoission  of 
Massachusetts  differs  radically  in  one  important  respect 
from  similar  commissions  recently  created  in  other  states. 
It  does  not  control  all  the  public  utilities,  but  only  a  portion 
of  them.  Gas  and  electric  light  companies  still  continue 
under  the  supervision  of  the  Gas  A  Electric  Light  Com- 
mission. This  was  due  partly  to  the  fact  that  the  latter 
commission  has  done  some  really  excellent  work  in  recent 
years,  but  more  especially,  in  all  probability,  to  the  fact 
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that  the  gas  and  electric  companies  would  have  objected 
very  strenuously  to  those  provisions  of  the  ''  Washburn 
Act"  which  require  adherence  to  published  schedules  of 
rates  and  allow  the  commission  to  act  upon  its  own  initiative 
and  without  complaint. 

What  will  the  new  commission  be  able  to  accomplish  ? 
It  depends,  of  course,  largely  on  the  personnel.  A  statute, 
however  good,  is  but  a  tool,  and  its  effectiveness  depends 
upon  the  men  who  use  it.  In  this  case,  the  men  are  the  three 
members  of  the  old  board  and  the  two  new  members  recently 
appointed  by  Governor  Foss.  The  three  survivors  did  not 
greatly  distinguish  themselves  under  the  former  regime, 
but  may  be  quickened  into  greater  activity  by  the  influence 
of  their  new  surroimdings.  One  of  the  new  members  is  an 
able  Democratic  lawyer  with  a  reputation  for  courage  and 
independence;  the  other  is  a  Republican  ex-congressman 
with  a  conservative  record. 

The  new  commissioners  have  the  opportunity  to  build 
up  a  formidable  machme  for  the  r^ulation  of  the  companies 
under  their  supervision,  an  opportunity  such  as  the  old 
board  never  possessed.  They  can  surround  themselves 
with  expert  advice  in  every  department,  leave  details  for  the 
consideration  of  subordinates,  and  concentrate  their  atten- 
tion upon  securing  for  Massachusetts  the  quality  of  public 
transportation  and  telephone  service  which  her  age,  wealth 
and  population  deserve.  Beyond  question  the  commission 
will  have  plenty  to  do.  The  imfortimate  railroad  situation 
will  at  once  put  its  strength  and  independence  to  the  test. 
Massachusetts,  and  indeed  most  of  New  Elngland,  has  fallen 
into  the  hands  of  a  transportation  monopoly  embracing 
railroads,  trolleys  and  steamship  lines  and  unique  in  its 
extent  and  comprehensiveness.  The  influence  of  this 
monopoly  reaches  potently  into  financial,  commercial  and 
political  circles.  Will  the  commission  be  able  to  resist  these 
influences  ?  If  it  does  resist,  how  much  will  it  be  able  to 
accomplish  7 

The  experience  of  Massachusetts  in  the  next  few  years 
will  go  far  to  determine  whether  or  not  public  r^;ulation 
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can  make  private  monopoly  on  a  large  scale  endurable, 
whether  such  regulation  is  likely  to  become  a  permanent 
feature  in  the  scheme  of  government  of  this  country  or  to 
prove  but  a  temporary  expedient  paving  the  way  for  actual 
public  ownership  of  all  monopolies.  Students  of  economics 
will  do  well  to  follow  closely  the  course  of  events  in  this 
commonwealth. 

J.  B.  EAsniAN. 
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